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WO RLD NEWS 

French centre right 
faces demand from 
Le Pen to support 
his bid for power 

Jean-Marie Le Pen, leader of 
France's far-right National Front, has 
demanded centre-right support for 
his bid to take charge of Provence- 
Alpes-C6te d'Azur, one of France's 
largest regional assemblies. Five cen¬ 
tre-right UDF members were sus¬ 
pended from their party for accepting 
NF support In recant polls. Ftage 16 

Korean peace preparations collapse 
A dee! to lock North and South 
Korea Into a peace process unravel¬ 
led after informal talks ki the Swiss 
cheese-making village of Gruydres. 

Three dte in afrport accident 
A Philippine Airlines aircraft overshot 
a runway after landing In the central 
Philippines, hitting btikfings and kill¬ 
ing at least three people on the 
ground. Some of the 127 aboard the 
Airbus 320 were seriously Injured. 

White House tactic criticised 
Republicans criticised the White 
House for invoking a seldom-used 
constitutional privilege to prevent top 
aides being questioned over the sex 
scandal allegations dogging Presi¬ 
dent Bill Clinton. Page 4 

Butler back in Baghdad 

Chief UN weapons inspector Richard 
Butler said disarmament experts 
would complete their work swiftly If 
Iraq maintained its “new spirtf of 
co-operation. He was in Iraq for the 
first time since the crisis over the 
inspection of presidential sites. 

brad rejects peace kdttativs 
Israel rejected a key element of a US 
peace initiative aimed at breaking the 
stalemate in Israell-Paiastinian peace 
talks. The proposal was said to 
Involve Israel withdrawing from 13 
per cent of the West Bank. Page 3 

Betarns p ro teste r s taka to stoats 

About 10,000 demonstrators 
marched through the Belarusan capi¬ 
tal Minsk protesting against govern¬ 
ment plans to reintegrate the former 
Soviet repubfic with Russia. 

Chtee s e apfrfwwr f frw fl Kong 

US-based Chinese dissident Wang 
Bingzhang claimed Hong Kong Immi¬ 
gration authorities acted on Beijing's 
Instructions when they refused him 
entry at the weekend. Hong Kong 
denied Beijing was consulted. 

Page 4 

Greek skflns strike planned 

Olympic Airways staff are to stop 
work tor three hours tomorrow in 
protest at the way the government 
plans to revitalise the aMing Greek 
airline. Page 3 

Neighbours help Brazi fight fires 
Venezuelan and Argentine firefighters 
joined the International effort to put 
out the fires sweeping Brazil's north¬ 
ern Amazon region. 

Kuwait oi minister named 

Former Kuwait Information minister 
Sheik Saud ai-Sabah, who was critic¬ 
ised by Istamtc lawmakers, was 
appointed dH minister. Lest week the 
previous government resigned to 
avert the Islamic move to oust him. 

Mormons sat free in Russia 

Two US Mormon missionaries kid¬ 
napped In southern Russia were 
freed after four days. Church officials 
said a $300,000 ransom demand had 
not been paid. 

Byfag the flag in Tinsel Town 
The British government Is joining 
forces with the film industry to open 
a Hollywood office that will support 
British film makers In the US and tall 
the big studios what the UK can offer 
as a movte-making base. Page 6 

florfegaftr long tench 

Fifteen thousand people gathered on 
a new 10 mile bridge across Lisbon’s 
River Tagus and ate seven tons of 
bean stew an a wooden dining table 
3.1 miles tong. The SI bn Vasco da 
Gama bridge wUI be opened formally 
next week. 


BUSINESS NEWS 


Regulators publish 
guidelines to help 
securities companies 
tighten risk control 

International securities regulators wUI 
today publish guidelines for securi¬ 
ties companies and their supervisory 
bodies on managing and controlling 
risk, in an attempt to avoid disasters 
such as the collapse of Barings, the 
UK Investment bank. Page 16 

Astra, Swedish pharmaceuticals 
group, may shift some research and 
development operations overseas 
because of high Income tax and a 
shortage of scientists in Sweden. 
Page 17 

Airbus Industrie. Toulouse-based 
aircraft building consortium, said it 
had received 179 orders, 90 of them 
firm, from three Latin American carri¬ 
ers for A3 IS and A320 aircraft 

Gareda and other Indonesian airlines, 
hit by a tell In ticket sales and a col¬ 
lapse of the rupiah, are trying to 
renegotiate leasing payments and are 
handing back some aircraft, airline 
executives said. Page 4 

Sbefl UK, British arm of the Anglo 
Dutch oil company. Is expected to 
defer some North Sea oilfield devel¬ 
opment projects. Page 17 

Moouraent Ofl & Gas. UK independent 
exploration company. Is expected to 
announce a controversial deal that 
win Involve the export of oil through 
Iran. Page 21 

B erte toma nn. German media 
company, said It would make an 
"Important” strategic armotneement, 
but would not comment on specula¬ 
tion that it was about to acquire a 
US pubfishing house. Page 21 

Rofis-Royce Motor Can of the UK, 
which is up for sale, has received 
Interest from a third German party 
other than BMW end the Volkswagen 
group. Insiders dose to the sale said. 
Page20 

Hyundai Motor, largest of South 
Korea's four carmakers, Is consider¬ 
ing a bid for bankrupt Kla Motors. 

Page 22 

Luigi Qrihakfl, Italian financier, sold 
his stakes in Or and Cofide, ending 
speculation over the future of the two 
holding com pa nies of former Olivetti 
chairman Carlo De Benedetti. 

Page 21 

Tractetai, Belgian energy and 
engineering poup, announced an 
8.4 per cant increase in net profits 
for 1997 to BFrtfL4bn ($438m). 

Page 22 

Powoncroon bitw iwU miuTs finance 
director attended a meeting to dis¬ 
cuss pricing problems at the North¬ 
ern Irish engineer's Matbro subsidiary 
before Poweracreen issued shares 
without announcing the cfifficuttias. 
Page 20 

—w t r a mn W , US database company, is 
to open talks with American Business 
Information, Omaha-based business 
Information group that has topped an 
agreed offer for Metromafi by UK 
maH order house Great Universal 
Stores. Page 22 

Moody’s, US credit rating agency, cut 
the rating for Japan’s Long Term 
Credit Bank to one level above “junk 
bond" status. Page 22 

The Cbfneee dty of Shenyang has 
offered to sell 50 troubled state com¬ 
panies at the bargain price of one 
yuan (about 12 cents) each as a way 
of tackling the problem of restructur¬ 
ing insolvent state-owned enter¬ 
prises. Page 4 

Malaysia’s prime minister, Mahathir 
Mohamad, Indicated a willingness to 
liberalise restrictions on foreign par¬ 
ticipation In local banks. Page 4 

Aeraperti dJ Rena, operator of 
Rome’s airports, won the bidding for 
20 per cent of Airports Company 
South Africa, which is being partly 
privatised by the South African gov¬ 
ernment Page 20 
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Oil producers 
in surprise 
deal to cut 
world supply 

Up to 2m barrels a day could be 
withdrawn to shore up prices 


By Robert Corzlofi In Loodon 


A surprise deal to shore up 
sagging world oU prices was 
struck at secret talks in Riyadh 
yesterday when Saudi Arabia, 
Venezuela and Mexico agreed to 
cut production. The deal could 
pave the way for as much as 
1.6m-2m barrels a day being with¬ 
drawn from over-supplied world 
oil markets. 

Crude oil prices and oil com¬ 
pany shares are expected to react 
sharply today to news of tbe 
agreement, which comes jnst 
under a week after the price of 
crude slipped to nine-year lows. 
Yesterday's talks took place amid 
forecasts of a collapse in the oil 
price to single digits nnlesa the 
main producers took iirnniwtiatP 
action to curb supply. 

Joe Stanlslaw, a director of 
Cambridge Energy Research 
Associates, a Paris-based consul¬ 
tancy, yesterday predicted that 
over time prices could rise by 
$345 a barrel from their present 
level of just oyer $13. But this 
would depend on bow much 
unsold oil was at sea and 
whether markets believed the 
agreement would be adhered to. 

Hie deal hammered out in the 
Saudi capital yesterday marks 
the first time since 1986 that 
members of the Organisation of 
Petroleum Exporting Countries 
and non-Opec producers have 
agreed to cooperate in stabilising 
battered world oil markets. 

Prices have fallen by more 
than a third over tbe past five 
months in reaction to a growing 
global surplus and the prospect 
of even greater amounts of Iraqi 
oil exports under an expanded 
oil-for-fbod programme. 

It also marks at least a tempo¬ 
rary gnd to a hitter confrontation 
between Saudi Arabia and Vene¬ 
zuela over Opec’s oil production 
policy. Mexico is thought to have 
played a key role in bringing the 
two sides together. 

Under the terms of yesterday's 


deal, which takes effect on April 
1 and runs rmffl tbe end of the 
year, Saudi Arabia will match a 
combined 300.000 barrel a day cut 
offered by Mexico and Venezuela. 

Tbe tripartite agreement is tbe 
foundation for a more ambitions 
global reduction involving tbe 
main Opec and non-Opec produc¬ 
ers. Representatives of the main 
producing countries may meet as 
early as this weds to formalise a 
coordinated effort The cuts win 
fall outside the Opec quota 
system and overall production 
ceiling. 

Kuwait yesterday announced it 
would reduce output by 125,000 
barrels a day, while Algeria, 
another Opec member, said it 
would reduce supply by 50,000 
barrels. The United Arab Emir¬ 
ates, another big Gulf producer, 
is expected to cut bade by 150,000 
barrels a day. It is not known 
whether Iran, which has been 
struggling to meet its Opec quota 
because of technical problems 
and finan cial constraints, will 
also taVa part in the arrange¬ 
ment. 

Non-Opec producers are 
thought to be ready to contribute 
between 300,000-500,000 bands a 
day to the co-ordinated reduction. 
Industry observers yesterday said 
Norway, the world's second big¬ 
gest oil exporter, might agree a 
reduction of 100,000 barrels a day. 

Tbe latest oD price decline was 
triggered last November, when 
Opec approved a 10 per cent pro¬ 
duction increase just as the 
extent of the Asian economic 
downturn became apparent Low 
prices have wreaked havoc on 
dozens of oil producing countries, 
some of which are among the 
mo6t politically volatile in the 
world. Opec revenues are 
thought to have been $200m a 
day lower than this time last 
year. 
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Bonn opens Emu door 
to high-debt nations 


By Lionel Barber and 
Wolfgang MOndrau in Yak 


Germany has given a decisive 
signal that it is ready to support 
the inclusion of high-debt coun¬ 
tries, notably Italy, as founder- 
members of European economic 
and monetary union. 

At a weekend meeting of Euro¬ 
pean Union finanrp ministers in 
York, UK. Theo Waigel, German 
finance minister, unveiled a five- 
point plan to accelerate debt 
reduction and tighten budgetary 
discipline among the likely Emu- 
bloc countries. 

The plan is intended to reas¬ 
sure a German public that 
remains nervous about giving up 
the D-Mark. However, a survey 
by tbe country's chambers of 
industry and trade, published 
today, suggested that 54 per cent 
of companies now believe the 
euro's introduction is both “prob¬ 
able and desirable”. That com¬ 
pares with 39 per cent a year ago 
and only nine per cent in 1995. 

Mr Weigel's plan also aims to 
ensure stability in the financial 
markets in the transition period 
between the selection of Emu 
members on May 2 and the 
launch of the euro on January l 
1999. 

The European Commission and 
the European Monetary Institute 
in Frankfurt will release reports 
on Wednesday on the progress 
that the 15 EU member countries 
have made towards meeting the 
entry conditions for Emu. 

The reports are expected to 


show that 11 countries, including 
Italy, have met the criteria. 
Bri tain , Denmark and Sweden 
are staying out of tbe first Emu 
wave for political reasons, while 
Greece is still lagging on eco¬ 
nomic grounds. 

Both tha Commission rmt 
reports will stress the need for 
sustainable “convergence” 
among Tg-mn members to guaran¬ 
tee a stable and credible euro. 

The stock of debt in Belgium 
and Italy, though declining. Is 
twice the EXTs official target of 60 
per cent of gross domestic prod¬ 
uct. Germany’s debt has also 
risen in recent years because of 
the cost of unification. 

Mr WaigeTs plan involves live 
steps: 

• All countries to correct unex¬ 
pected budgetary ehm-tfaiiH in the 
current year and to use windfall 
surpluses for debt repayment 

• All euro zone countries to 
co-operate on their 1999 budgets 
as a matter of common concern. 

• All countries to enforce the 
Stability Fact from May 2, seven 
months whund of schedule. 

• Accelerated debt reduction for 
all Emu-bloc members. 

• Countries agree to reduce the 
amount of short-term borrowing 
as a proportion of total debt 

Mr Waigel added that Germany 
was opposed to any EU-wide fis¬ 
cal transfers from wealthier to 
poorer areas to offset cyclical ten- 
sions In the single currency zone. 


Warning to the euro, Page 2 
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Poster artist E m manuel Baffbur puts the fi n tehl ng touches to a painting of Ghana’s pre s i d ent Jerry Rowings shaking 
hands wth US president BH Cflnton. Mr Cflnten wM vtatt Accra, foe Ghanaian capital, today at the start of hie 
six-nation African tour in which he wffi ‘reach out to his peers’ and signal the US's approw al of the ‘new breed’ of 
African leader. Leaders start to lose gbes, Page 5; EdHorU Comment and Observer, Paga 15. Picture Reuters 


AT&T link with Telecom 
Italia close to collapse 

Boardroom resignation threatens groups’ original equity swap deal 


By Pan) Batts hi MDas 


AT&T's global alliance with 
Telecom Italy’s privatised 
talecomrouniratinns group, is on 
the verge of collapse following 
the sodden resignation from the 
Italian company’s board of Mark 
Baker, AT&T's representative. 

Telecom Italia yesterday said 
negotiations were continuing 
with the US telecams group, but 
the two companies appeared 
resigned that their original deal 
which Included an equity swap, 
was now dead. 

The companies say the global 
partnership, at best, will be only 
a regional alliance in tbe Latin 
American teleeoms market 

The embarrassing disagree¬ 
ment arose after new manage¬ 
ment teams at both companies 
attempted to renegotiate the orig¬ 
inal deal. 

AT&T and Telecom Italia 
signed their original memoran¬ 
dum ot under st anding last July. 
AT&T subsequently agreed with 
the Italian Treasury to acquire a 
1.2 per cent stake for about 


L700bn ($890m) in the Italian 
group as part of its privatisation 
In October 1997. 

In turn, Telecom Italia was to 
acquire a stake in AT&T worth 
the same arnrwint 

Unisource, the European tele¬ 
communications consortium 
linked with AT&T, also agreed to 
acquire a L2 per cent stake in 
Telecom Italia. AT&T and Uni¬ 
source were granted a seat each 
'on tbe privatised Telecom Ttaiia 
board. 

However, some Italian officials 
were not happy that Telecom 
Italia would not be represented 
on the AT&T board. 

The Treasury and the then 
management of Telecom Italia 
bad emphasised the importance 
of forging a global alliance with a 
strong international partner in 
order to reinforce the Italian 
company in its new privatised 
structure. 

After the successful flotation of 
Telecom Italia, which raised 
more than L20,000bn for the Trea¬ 
sury in what was described in 
Balyas “the mother of all privati¬ 


sations”, representatives from 
both AT&T and Unisource joined 
the privatised company’s board. 
althou gh they bad yet to finalise 
their gl o bal partnership with the 
Italian group. 

AT&T and Telecam Italia were 
due to complete their original 
agreement at the end of Decem¬ 
ber 1997. 

This would have triggered 
AT&T’s acquisition of a 1.2 per 
cant stake from the Treasury and 
Telecom Italia buying an equiva¬ 
lent dollar amount of AT&T 
shares. 

Unisource is due to complete 
Its share deal at the end of June. 
However, this transaction also 
appears at risk as it is connected 
with the AT&T agreement, even 
though Mr Pauliis Smits, the Uni¬ 
source representative on tbe 
Telecom Italia board, has so for 
not resigned from the Italian 
co m pany. 

Since Telecom Italia’s privati¬ 
sation. both tbe Italian company 
and AT&T have faced consider¬ 
able internal management 
upheaval 
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EU bankers 
hit at IMF 
on bail-outs 


By Wolfgang HQndiaii and 

Lionel Bober in York 


European Union central 
bankers have attacked the 
bail-oat practices of the 
International Monetary 
Fund and will be putting for¬ 
ward proposals next month 
that would involve commer¬ 
cial banks at an earlier 
stage. 

Hie criticism reflects con¬ 
cern about the IMF’s han¬ 
dling Of the Asia financial 
crisis. It also signals the 
EU’s intention to raise its 
profile in international 
financial institutions as 11 
European countries prepare 
to adopt a single currency 
□ext January. 

The US has dominated the 
policy agenda of the IMF, 
even though EU countries 
have a larger combined 
shareholding. 

Hans Tietmeyer, president 
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Denmark Should shadow Emu’ 


of the Bundesbank, speaking 
after the Informal meeting of 
EU economics and finance 
ministers at the weekend, 
said the multi-billion-dollar 
International rescue plans 
for Thailand, South Korea, 
Malaysia and Indonesia 
could encourage reckless 
hank lending. 

"The IMF should re-evalu¬ 
ate its policies and should 
question itself on how tar its 
policy generates moral haz¬ 
ard. The IMF should con¬ 
sider whether it is better to 
tackle problems with large 
sums of bail-out money or 
whether it might be better to 
involve private sector credi¬ 
tors at an earlier stage," he 

aaid 

Mr Tietmeyer said he had 
drawn up proposals which 
he would present to the 
IMF's interim committee at 
its next meeting on April 16 
in Washington. 

He did not divulge details 
of the programme, but a key 
element Is believed to 
Include regular monitoring 
of private sector debt. 

At the meeting, EU central 
bankers also discussed the 
possible dangers of elec¬ 
tronic money to monetary 
policy under Emu. Smart 
cards with computer chips 
are becoming increasingly 
popular, but central bankers 
are worried because this is a 
form of money that operates 
outside the control of central 

hanks 

The bankers are particu¬ 
larly concerned that the 
transition period between 
the launch of monetary 
uninn in January and the 
introduction of euro notes 
and coins In 2002 could 
encourage the use of elec¬ 
tronic money. 

Mr Tietmeyer called on the 
European Commission to 
consider regulating the mar¬ 
kets for electronic money 
and electronic banking, 
restricting its use only to 
established banks. 


By Tim But is Stockholm 

Denmark should adopt an 
economic policy designed to 
shadow European economic 
and monetary union (Emu) 
without committing the 
country to membership of 
the single currency, accord¬ 
ing to a government docu¬ 
ment due to be published 
next week. 

The 300-page report, drawn 
up by the Ministry of Eco¬ 
nomic Affairs and the Dan¬ 
ish central bank, recom¬ 


mends that Denmark should 
tailor its policies closely to 
those of euro-zone countries. 

Publication of the report, 
due next Monday, could 
exacerbate antL-Emu senti¬ 
ment among Eurosceptic 
members of the recently re¬ 
elected Social Democrat gov¬ 
ernment. 

The minority government 
told voters in the run-up to 
this month’s election that 
Denmark would not partici¬ 
pate in the single currency 
or abandon its opt-oats from 


the Maastricht Treaty. But 
the report, Denmark Outside 
the Euro, says: “Our eco¬ 
nomic policy will be to 
behave as if we were a mem¬ 
ber with respect to economic 
policy, particularly with the 
development of Inflation and 
financial markets." 

Publication of the report 
follows a one-year study by 
the Danish government's 
Emu committee, comprising 
ministry and central bank 
officials working alongside 
representatives of business 


and consumer groups. 

In spite of its main conclu¬ 
sions, one of the report’s 
leading contributors denied 
that It would compromise 
government attempts to 
secure a Yes vote in next 
month's referendum on the 
Amsterdam Treaty, involv¬ 
ing closer political co-opera¬ 
tion between EU countries. 

It also re i ter a tes Denmark 
should not join the single 
currency without holding a 
referendum on the issue - 
something not planned at 


present. Nevertheless, the 
document confirms Denmark 
Drill become a member of 
ERM-2 - successor to the 
current exchange rate mech¬ 
anism - next January. As 
such, the Danish krone will 
be pegged closely to the 
euro. One leading banker 
suggested at the weekend 
that the government might 
adopt an ERM band of no 
more than 0.5 per cent above 
or below the euro. 

Brno saney, separate saefioa 


Swiss are 
Europe’s 
‘happiest 
workers’ 


German companies warming to euro 


By Ralph Atktas in Bom 

German companies are 
increasingly seeing the 
planned European single 
currency as a positive devel¬ 
opment which is likely to be 
introduced on time, accord¬ 
ing to a survey by the coun¬ 
try's chambers of industry 
and trade, the DIHT, pub¬ 
lished today. 

The percentage believing 
that the introduction of the 
euro from January 1 next 


year is both "probable and 
desirable" has risen to 54 per 
cent. That compared with 39 
per cent a year ago and just 
9 per cent in 1995. 

The survey of 25,000 com¬ 
panies points to swelling 
business support for the 
. euro, despite strong public 
scepticism. However, the 
greatest enthusiasm remains 
with the larger companies. 
Less than half of companies. 
employing fewer than 20 say 
the introduction of the new 


currency from next year is 
“desirable". Support is much 
stranger in western than in 
eastern Germany. 

But the DIHT reported a 
low state of preparation by 
German business for the cur¬ 
rency. it says the proportion 
of companies which have 
begun preparations has 
more than doubled from 21 
per cent to 43 per cent since 
last year, “but the time 
ahead of the currency union 
ha« halved «rinr» then". 


Nevertheless the DIHT 
said 55 per cent of companies 
planned to adapt accounting 
systems to the euro either at 
the start of currency union 
or before the introduction of 
euro notes and coins in 2002 . 
It contrasted that with the 
decision of many public 
administrators to switch to 
the euro only after 2002. 

The survey came as Kurt 
Biedenkopf, prime minister 
of the state of Saxony, 
vrintod he mi ght next month 


oppose in the Bundesrat, or 
federal second chamber rep¬ 
resenting 1 states, the euro's 
introduction from next year. 
Repeating his call for an 
orderly delay, Mr Bieden¬ 
kopf, a well known Euro¬ 
sceptic in the Christian Dem¬ 
ocratic Union of Chancellor 
Helmut Kohl, said in a letter 
to the party’s federal leader¬ 
ship that the conditions had 
not been fulfilled for lasting 
financial and budget stabil¬ 
ity under the euro. 


Denktash plea to UN on EU talks 


By David Buchan 
and Kerin Hope in Kcosia 


Rauf Denktash. the Turkish 
Cypriot leader, is asking the 
United Nations Security 
Council to step into the 
Cyprus crisis and tell the 
Cheek Cyriot government it 
cannot negotiate entry Into 
the European Union until it 
first comes to a political set¬ 
tlement with him. 

Kofi Annan, the UN secre¬ 
tary general, is due to meet 
Mr Denktash in Geneva on 
Friday. But he is expected to 
warn the Turkish Cypriot 
leader that there is no 
chance of the Security Coun¬ 
cil - where Britain and 
France hold veto powers - 
dictating terms to the EU on 
how and when it chooses to 
expand its membership. 

Mr Denktash’s latest move 


reflects his increasing des¬ 
peration to block the EU’s 
accession negotiations with 
Cyprus, which are due to 
start formally on March 31. 
Mr Denktash's self-pro¬ 
claimed “Turkish Republic 
of Northern Cyprus" is not 
recognised by the UN or any 
of its members except Tur¬ 
key. But be has already put 
his appeal to Diego Cor- 
dovez, the UN secretary gen¬ 
eral’s special envoy on 
Cyprus, who has been in 
Nicosia vainly trying to per¬ 
suade Mr Denktash to return 
to inter-communal talks 
with the Greek Cypriots. 

Mr Denktash has recently 
warned he would return to 
UN-sponsored negotiations 
to end the 34-year-old parti¬ 
tion of the island only “on a 
state-to-state basis” - mean¬ 
ing that his breakaway state 


must first be recognised as 
the equal of the internation¬ 
ally accepted Greek Cypriot 
government. But, in an 
interview last Friday, he 
went further to “ask the 
Security Council to protect 
me" from the risk posed by 
the Greek Cypriots’ bid to 
negotiate entry of the whole 
of Cyprus into the EU. 

He said he would not 
resume the UN negotiations 
“until the Security Council 
acknowledges that the Greek 
Cypriots cannot speak for 
us” with the EU. 

“People will say this is 
just Denktash being nega¬ 
tive, intransigent again," 
said the Turkish Cypriot 
leader, "but I am democrati¬ 
cally elected and acting for 
my people." However, one 
Turkish Cypriot opposition 
leader criticised his stance. 



Denktasn: wspwauon 

Mustafa Akioci. leader of the 
TDP social democrat party, 
warned him on Friday: “If 
you block the UN process, 
you will accelerate the EU 
process for the Greek Cypri¬ 
ots" because the latter would 
gain extra sympathy in 
European eyes. 

In an interview over the 


weekend. Glafcos Clerides. 
the Grade Cypriot president, 
dismissed the possibility of 
Mr Denktash's appeal suc¬ 
ceeding. “The Security Coun¬ 
cil would not be able to 
intervene in EU matters - 
this Is not wi thin its jurisdic¬ 
tion.” He reiter a ted that his 
government would not 
recognise Mr Denktash's 
state. 

At EU insistence, the der¬ 
ides government has offered 
to inrlnih Tur kish Cypriots 
as full members of Its negoti¬ 
ating twain - an Invitation 
that Mr Denktash hag turned 
down. Mr Clerides said he 
bad told the EU to go ahead 
and brief the Turkish Cypri¬ 
ote on the progress of the 
accession negotiations, 
which are expected to fnkp 
several years. Mr Denktash 
rejected tills idea. 


For the 


By Robert Taylor, 

Emptoymeut Editor 

Swiss apd Danish workers 
are the most satisfied 
employees in Europe, fol¬ 
lowed by the Norwegians, 
Dutch and Austrians. The 
Irish are not far behind, 
alongside the Finns and Por¬ 
tuguese. 

British and Italian work- 
ms are amnng the least sat¬ 
isfied after the Hungarians. 
Other more - disgruntled 
workers are the French, the 
Spanish, the Czechs, the Bel¬ 
gians and the Germans. 

These are the main find¬ 
ings in the latest annual sur¬ 
vey of employee satisfaction 
in Europe carried out by IRS 
International Survey 
Research, the Independent 
consulting company. The 
sample is made up of 
employee opinion surveys in 
a wide range of business 
organisations across Europe. 

The Swiss, more than 
workers In any other Euro¬ 
pean country, believe they 
are well paid, receive gener¬ 
ous company benefits, derive 
satisfaction from their work 
and have safe working con¬ 
ditions. More than 70 per 
cent of them believe they 
work in efficient companies, 
produce high quality work, 
co-operate well with one 
another and identify 
strongly with their compa¬ 
nies. 

By contrast Italian work¬ 
ers have a low regard for 
their immediate supervisors, 
the state of their physical 
working conditions, the 
quality of their work, their 
training and development 
chances. Feelings of job sat¬ 
isfaction and job security are 
lower among workers in the 
UK than in almost any other 
European country, and man , 
agement is rated less favour¬ 
ably by employees. 

The survey is available free 
from International Survey 
Research Lid, Albany House, 
Petty Prance. London SWIH 
SEE. 


.The fairs’ fair principle. 


try the oldest trick 

in the book... 


L... come to the fair! 
The biggest Industrial fair in the world, 
in fact, with 7,000 exhibitors 
gathered from 69 different countries, 
covering the whole spectrum 
of technological 
trends and advancements. 
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Technological insight, 
international foresight. 
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_NEWS DIGEST 

SCHLESWIG-HOLSTEIN 

Social Democrats make 
gains in local elections 

Germany’s opposition Social Democrats last night appeared to 
have made dfptifieant gains in local elections in Schleswig-Hol¬ 
stein, north Germany. First precSctions after the poUB dosed 
pointed to a increase of about three percentage points in the par¬ 
ty’s vote from the 38.5 per cent won In 1894. 

The city and local contests provided the latest test of votes’ 
opinions ahead of September's federal elections. They followed 
the SPffs victory In Lower Saxony state elections on March 1, 
which secured the party’s chancellor candidature for Gerhard 
Schrdder, the state’s prime minister... 

However the SPD’a apparent success in Schleswig-Holstein 

was marred by indications that the Green party vote may have 

slipped from 10.3 per cent last time to about 7 per cent The 
Greens and the SPD form the state government in ScHeswig-Hol- 
stein and the SPD*s hopes of securing a change of power in 
Bonn could depend on being able to form a coafttion with the 
Greens at the federal level. 

Meanwhile. Chancellor Helmut Kohl's Christian Democratic 
Union appeared to have Increased its vote slightly in yesteday’s 
contests. Ralph Atkins, Bonn 

MIDEAST PEACE 


Israel snubs US proposal 

Israel's cabinet yesterday refected a reported US proposal to 
revive stalled peace talks. Newspapers said a US Initiative called 
for an Israeli troop withdrawal from 13 per cent of the occupied 
West Bank. 

In an attempt to heed off US pressure on Israel, toe cabinet 
said such a proposal would be “unacceptable" and insisted that 
“only Israel will determine its security needs". Palestinians want 
Israel to withdraw from 30 per cent of toe West Bank, and say 
Israel is using security as an excuse to stall on the peace pro- 


feraefi newspapers said yesterday that Benjamin Netanyahu, 
prime minister, appealed to US President Bill Cfinton not to publi¬ 
cise toe US Initiative. According to Israeli officials, Dennis Ross, 
US Middle Bast peace envoy, would arrive in toe region at the 
weekend to try to revive the talks. 

Meanwhile, Kofi Arman, UN secretary general, win arrive in 
Gaza today to meet Yassfa- Arafat, president of the Palestinian 
Authority. Avf Machfis, Jerusalem 


BASQUE SEPARATISTS 


Eta members held in Seville 

Spain's security farces claimed a second big success against the 
Basque separatist organisation Eta over the weekend with the 
arrest of five of its members and the capture of weapons and 
nearly 600kg of explosives. The swoop on an Eta safe house in 
Sevffle took place 48 hours after 13 gunmen and their accom¬ 
plices had been detained in a series of raids in the Basque coun¬ 
fry. 

Police Hnked two men and a women held in Seville with the 
murder in January of a city councillor and his wife that formed 
part of an Eta campaign against elected officials of the ruflng 
Popular party. All three were said to have been involved In Eta 
attacks in Madrid and toe Basque Country for several years and 
had moved to Seville to spread separatist violence to the south of 
Spain. 

Two more men arrested on Saturday ware Identified as French 
nationals resident In the French Basque country, where Eta has 
tracfitionally maintained bases. Tom Bums, Madrid 


NO-CONFIDENCE MOTION _ 

Thai government survives 

The Thai government of Chuan Leekpai survived a no-confidence 
vote in parliament over toe weekend. The country's new constitu- 
tion forbids the opposition from submitting another no-confidence 
motion fry a year, which may allow several months of relative 
calm in ThaifancTs normally turbulent political waters. 

Nevertheless, toe 208-177 vote exposed toe government’s slim 
majority in parliament, one that could be difficult to maintain 
when a number of controversial measures, such as expanding 
foreign ownership In Thai companies and privatisation, come up 
for debate in the next parliamentary session scheduled for June. 

Some observers expect Mr Chuan to can a snap election as 
soon as new legislation covering election procedures are com¬ 
pleted in the next few months. Ted Bardacke, Bangkok 


OLYMPIC AIRWAYS 

Strike threat at Greek airline 

Unions at Olympic Airways, toe struggling Greek state carrier, 
yesterday threatened to begin work stoppages from tomorrow In 
protest against a restructuring plan put forward by the Socialist 
government 

The alrfine's restructuring is pat of a package of public sector 
reforms agreed wtto toe European Union as the price of toe 
drachma’s entry last week to the Exchange Rate Mechanism. 
Greece is co m mitted to modernising loss-making state enter¬ 
prises over toe next 18 months in its attempt to achieve member¬ 
ship of the single Europeai currency by 2001. 

. The plan presented by Tasos Marrtells, the transport minister, 
calls for a three-year wage freeze, longer working hours and clo¬ 
sures of loss-making routes. Based on proposals made last year 

by McKInsey. the US consultancy, it alms at bringing Olympic’s 
operations in fine with other EU carriers. 

Michalis Parras, head of the airline’s federation of 17 separate 
unions, said the proposals would mean “concfitions of slavery” for 
Olympic's workers. 

The tra n sport minister has warned that the airline may be shut 
down if no agreement is reached with the unions fn negotiations 
due to start this week. The modernisation of Olympic is seen as 
the test of the Socialists’ new policy, but confrontations are 

also likely with workers at Hellenic Raflwsys, another heavy toss- 
maker, and DEH, the state electricity utility. Kerin Hope, Athens 


BASHKORTOSTAN 


Russian republic raises $45m 

The autonomous Russian republic of Bashkortostan has raised 
$45m on the international capital markets in a move that could 
encourage other Russian municipal borrowers back after their 
enforced absence due to Asia’s financial crisis. . 

The loan, arranged by Moscow Narodny Bank and HSBC Mar¬ 
kets, Is the first foray into the international markets by Bashkor¬ 
tostan, a region about as large as Franca, 1,500km east of 
Moscow and with substantial oil reserves. 

The republic produced 6 per cent of Russia's total oil output m 
1995, according to Moscow Narodny Bank, and the loan b to be 
used for Investment in its hydrocarbons and petrochemicals 
Industry, which officiate claimed was highly profitable. 

Agreement on the two-year loan was signed In London on Fri¬ 
day by Rim Bakiev, prime minister, and executives of the banks. 

It was priced at 400 baste points over Libor, which analysts said 
was expensive but not surprising because the republic had no 
credit history. 

Fitch IBCA, the Internationa! crwSt rating agency, rated the cre- 
cfitwortHness of BashCredit, Bashkortostan's state bank, last 
December at G/D, well below Investment grade. 

Atrat Gaskarov, Bashkortostan's deputy finance minister, said 
that the country might seek up to 5500m In foreign borrowings m 
1998 and that it was in talks with a nixnber of western invest¬ 
ment baiks about launching an international bond issue by the 
rrf thow wnw Boland. London 


Milosevic pins hopes on Kosovo cause 


The embattled Serbian leader is attempting to overcome his domestic problems 
by rallying his countrymen to an old battle cry, reports Guy Dinmore 


B y reviving the battle cry 
of Kosovo, Slobodan 
Milosevic, president of 
what is left of Yugoslavia, 
hopes to rally fellow Serbs in 
a rearguard action to shore 
up his waning powers. 

The risks are great. A 
decade ago. Mr Milosevic, 
then a Co mmunis t party 
apparatchik, outmanoeuvred 
his rivals by Canning the 
flames of Serbian national¬ 
ism in Kosovo - at the cost 
of destroying former Yugo¬ 
slavia. Analysts say that by 
returning to the scene of his 
former triumphs. Serbia’s 
strongman may yet bring 
about his Anal undoing. 

“Milosevic is trying to get 
stronger through Kosovo,” 
says Stojan Cerovic, a politi¬ 
cal commentator. “Domestic 
factors played a large rede in 
bis decision to start another 
conflict-” 

The first serious setback 
to Mr Milosevic came a year 
ago when mass street pro¬ 
tests forced him to recognise 
sweeping opposition victo¬ 
ries in Serbia’s local elec¬ 
tions. Then, In September, 
his ruling Socialist party lost 
its parliamentary majority 
in Serbia and his ally was 
defeated by a pro-western 
reformist in Montenegro’s 
presidential election. 

This year saw the Serb 
half of Bosnia slip from hig 
grasp with the appointment 
of a new moderate govern¬ 
ment 

In Kosovo, birthplace of 
the first Serbian kingdom in 
medieval times and still 
revered for its ancient 
Orthodox monasteries, Mr 
Milosevic has rediscovered a 
ready cause for uniting a 
country lurching further to 
the nationalist right 


Romania 
PM to 
stay, says 
president 

By Anatol Uevea in Bucharest 


President Emil Constanti- 
nescu has refused to dismiss 
the prime minister, Victor 
Ciarbea, as a way of ending 
Romania’s political crisis. 

He said that the 15-month- 
old Ciarbea government had 
important achievements to 
its credit and that in any 
case, “people have to learn 
that democratic games may 
be complicated and inconve¬ 
nient but they are still to be 
preferred to an authoritarian 
decision by the president". 

Mr Constantinescu’s 
refusal to intervene leaves 
no clear way out of the dis¬ 
pute. which has been rack¬ 
ing the Romanian govern¬ 
ment since the start of the 
year and has damaged eco¬ 
nomic reform. 

The Democrat party, 
junior partners in the ruling 
coalition, have been demand¬ 
ing Mr Ciorbea’s replace¬ 
ment as the price of their 
continued support for the 
government. At present, the 
Democrats are threatening 
to vote against the budget 
for 1998, which is to be pres¬ 
ented to parliament this 
week, if the prime minister 
does not resign. 

Mr Constantinescu said in 
an Interview there would be 
two “moments of truth" for 
the government in the com¬ 
ing month: the budget with 
its austerity measures, and 
the passage by parliament of 
a detailed plan for privatisa¬ 
tion and industrial restruct¬ 
uring. as demanded by the 
International Monetary 
Pond and World Bank. 

The international financial 
institutions are especially 
concerned by the failure to 
close or restructure loss- 
making state enterprises 
which are Incapable of pay¬ 
ing their energy bills. 

Both the budget and 
industrial restructuring are. 
however, strongly opposed 
by trade unionists, the 
Socialist opposition, and 
powerful industrial vested 
interests. 

Mr Constantinescu said 
that despite this opposition, 
“we have to move to a new 
stage; from rhetorical decla¬ 
rations about reform, which 
hag become a word practi¬ 
cally without meaning, to 
real and painful decisions 
about restructuring and who 
will have to be laid off." 

The president said that if 
either the budget or the 
restructuring plan was 
rejected by parliament, the 
government would probably 
have to resign. 

What would happen then 
is not clear. The president 
said early elections this year 
would be most undesirable. 

This raises the spectre of a 
long period of caretaker gov¬ 
ernment 


The omens were good. 
Before Serbian police 
launched tbelr offensive 
against a small group of eth¬ 
nic Albanian rebels, an opin¬ 
ion poll showed that 41.8 per 
cent of Serbs believed the 
solution to the Kosovo prob¬ 
lem was the removal, by 
force or peaceful means, of 
its Albanian majority. In the 
poll of 400 Serbs of higher 
than average education, 
more than a third agreed 
that “the ethnic purity of 
every nation should be 
aspired to". 

Last year a declaration 
blessed by the Serbian 
Orthodox Patriarch Pavle 
and signed by 60 prominent 
intellectuals accused “the 
world’s p owe r mongers" of 
victimising the Serbian 
nation. They demanded that 
Radovan Karadzic, the Bos¬ 
nian Serb wa r tim e leader, be 
cleared of all charges lev¬ 
elled by the UN war crimes 
tribunal. 

Sonja Biserko, bead of the 
Helsinki Committee for 
Human Rights In Serbia, 
believes that the collective 
reluctance to come to terms 
with the “ethnic deansing" 
of Moslems and Croats in 
Rnanta ha« given Mr Milos¬ 
evic the confidence to use 
force against Albanians in 
Kosovo. “This is a historical 
debacle for this nation. The 
mainstream of academic 
thought is xenophobia," «he 

rawimpntg 

For most ordinary Serbs, 
whose priority is the daily 
struggle to survive, state 
television «nrf radio are the 
only sources of information. 
The well oiled propaganda 
machine ensures that the 
official view prevails. Rad¬ 
mila Milentijevic, the Ser¬ 


bian information minister, 
denies reports of summary 
executions and says the 
Albanian women and chil¬ 
dren who died were either 
used as “human shields” or 
were fciiiwl by the “terror¬ 
ists" themselves. 

This version of events 
finds ready acceptance on 
the streets of Belgrade. 

“I support Milosevic 1.000 
per cent. Kosovo is our land, 
Serbian Underline that 
several times,” said Vlasta 
Jellc, a 65-year-old concert 
violinist. “The Albanians 
WCed their own people, just 
as the Moslems did tn Bosnia 
so that the west would 
impose sanctions." 

G rujica Spasovic was one 
of five editors of inde¬ 
pendent newspapers 
questioned by police tor run¬ 
ning the headline “dead 
Albanians” instead of “dead 
terrorists", as the victims 
were officially described by 
the interior ministry. 

Ognjen Pribicevic. a soci¬ 
ologist, believes a vast 
majority of Serbs see Kosovo 
as their Holy Land and sup¬ 
port Mr Milosevic. 

“The Serbs do not treat 
the Albanians as equal, they 
treat them as uncivilised, 
very primitive, dirty.-.. as 
humans of a lower profile. 
Of course Milosevic was the 
person who opened the bot¬ 
tle and let the devil out but 
these feelings are much 
older than Milosevic.” 

But Kosovo is still 
regarded as far away and 
poverty-stricken. The pre¬ 
vailing sense of political apa¬ 
thy in Serbia means that 
while many tacitly support 
Mr Milosevic, and would 
probably endure further 


sanctions by the west, few 
would be ready to go down 
there and fight. 

Mr Milosevic, say Belgrade 
commentators, is treading a 
fine line. Too aggressive a 
policy in . Kosovo and Yugo¬ 
slavia’s already crumbling 
economy will be further 
debilitated by additional 
western sanctions. 

Mr Milosevic survived last 
year financially by we lling 49 
per cent of Telecom Serbia 
to Telecom Italia and OTE of 
Greece. Plans to sell more 
state assets may be jeopard¬ 
ised by a western ban on 
government credits and sup¬ 
port for the privatisation 
programme, measures 
agreed by the five' main 
western powers this month. 

Deeper isolation for Yugo¬ 
slavia could also backfire an 
Mr Milosevic in Montenegro. 
If the reformist party of 
President Milo Djukanovic 
does well in the republic's 
parliamentary elections in 
May it will increase its 
strength in the federal 
assembly and be able to 
block Mr Milosevic’s plans to 
boost his constitutionally 
weak powers. 

But if Mr Milosevic is 
forced to compromise by the 
west and accept a political 
solution in Kosovo that 
many Serbs would oppose, 
then more Serbian support 
will go to Vojislav Sesejj, the 
arch-nationalist who came 
within a whisker of winning 
the presidential election last 
year. 

“The response of Milosevic 
to liberalism is to ride 
nationalism." says Mr Cer¬ 
ovic. analyst tor the indepen¬ 
dent magazine Vreme. Tm 
not sure he will be so suc¬ 
cessful this time.” 



Ibrahim Rugova voting In Pristina yesterday Picture Reuters 

Albanians vote in ‘illegal’ poll 


Ethnic Albanians In Serbia’s 
southern province of Kosovo 
voted in large numbers for then- 
own parliament and president 
yesterday, Guy Dinmore 
reports from Pristina. It was a 
defiant but peaceful message to 
the government in Belgrade 
following a police crackdown In 
which more than 80 people 
have bean tailed. 

The Serbian government says 
the polls are Illegal and refuses 
to recognise toe results. Police 
have never allowed toe Kosovo 
Albanian parliament to meet and 
the paraflel government tits in 
exile in Bonn. 

Serbs drove around the 
provincial capital, Pristina, in a 
convoy of cars, waving Serb 
flags and honking their horns. 
Sporadic gunfire could be heard 
in toe city and pofloe patrolled 
In force. 

The elections appeared wen 


organised and disciplined 
despite toe unorthodox 
circumstances. Albanians used 
Yugoslav identity cards to vote 
although they refuse to 
recognise the existence of the 
Belgrade government Even 
state schools were used as 
polling stations wtth Albanian 
national flags hanging over 
voting booths. 

Ethnic Albanians make up 90 
per cent of Kosovo's 2m people 
and held totir first elections In 
1992, three years after Belgrade 
stripped the province of its 
broad autonomy. Ibrahim 
Rugova, president of the 
self-declared Republic of 
Kosovo, Is toe only candidate 
and the high turnout vdD give 
him a strong mandate to enter 
negotiations over Kosovo’s 
future status with Belgrade. 

Mr Rugova Is demanding full 
independence. 
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EMERGING MARKETS 
CEO OF 

THE YEAR AWARDS. 

jH;! Open for nominations for 1998 




The Emerging Markets CEO of the 
Year Awards were established in 1994 to 
acknowledge excellence in the world’s 
fastest growing markets. Since then. 
International Media Partners and ING 
Barings have been honored 
to present this prestigious 
Award to business leaders 
who have displayed vision 
in the development of 
their business in emerging 
markets. 

Nominations are now 
being accepted for the 
1998 Awards. Two Awards 
will be given. The first Award will go to 
a corporation with its headquarters in 
one of the world’s emerging economies 
whose vision and company performance 
serve as a model to other emerging 
market companies around the world. 


.AST VK \R S \Y!\M.RS 

JOR\|-\ Oi.I.li \ 

. \ ok 'u/ ('orpon f/io u 

1' R \X< ;is« x ) 

S\m :i ik/.-Lom;/\ 

Pilni!))li '!i (it! fit'Z i V7/ ' 7 '.V 



INTERNATIONAL 
MEDIA PARTNERS 


The second Award will go to a company 
with its headquarters in the developed 
world whose expansion into emerging 
markets has contributed significantly to 
corporate revenues and profitability and 
has benefited che countries 
involved. 

The Awards will be 
presented at a special gala 
Awards Dinner during the 
IMF/World Bank annual 
meeting in Washington on 
October 5, 1998. If you 
would like to submit a 
candidate, please forward 
all contact details for your nominee 
and yourself by May 15, 1998 to 
Tom Lonardo, Managing Director, 
International Media Partners, on tel. 
+1.212.610.2924; fax +1.212.610.2901; 
email: clonardo@emrgmkts.com. 
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Scandal manoeuvre 
upsets Republicans 


By Hark Suzman to W ash ingto n 

US Republicans yesterday 
strongly criticised the White 
House decision to invoke a 
little-used constitutional 
privilege to prevent top aides 
from being questioned by 
prosecutors over the sex 
scandal allegations do g gin g 
President Bill Clinton. 

Speaking on television, 
Trent Lott, Senate majority 
leader, warned that Mr Clin¬ 
ton’s decision to claim exec¬ 
utive privilege for Bruce 
Lindsey and Sidney Blmnen- 
thal, two presidential advis¬ 
ers, raised comparisons with 
Watergate and gave the imp¬ 
ression the president was 
trying to hide something. 

After weeks of vacillating 
in the hope of avoiding a 
constitutional showdown, 
the White House on Friday 
formally invoked the privi¬ 
lege to protect the two 
men from testifying about 
conversations they may 
have had with Mr Clinton 


about the allegations. ' 

The president’s right to 
use the privilege, which is 
normally cited for issues of 
national security, is being 
challenged by Kenneth 
Starr, the independent coun¬ 
sel leading the investigation. 
A court ruling could come as 
early as this week, but an 
appeal could delay the inves¬ 
tigation for months. 

Mr Lott's comments are a 
sign of growing frustration 
in the Republican party at 
the success of Mr Clinton’s 
stonewalling tactics over 
allegations that he had an 
affair with Monica Lewin¬ 
sky, a former White House 
aide, and made unwanted 
sexual advances to Kathleen 
Willey, a volunteer worker. 

Many had hoped that the 
new revelations about Ms 
Willey would turn the tide of 
public opinion against the 
president. However, while 
recent polls indicate that 
public disapproval of Mr 
Clinton as a person has risen 


over the past week, overall 
approval of his presidency 
remains dose to its highest 
levels. 

Mr Clinton's political resil¬ 
ience is posing problems for 
the Republican leadership as 
it tries to decide how to han¬ 
dle Mr Starr’s final report 
when it is eventually banded 
over to Congress. Many are 
reluctant to open impeach¬ 
ment hearing s a gainst a pop¬ 
ular president fra 1 fear it will 
damage them in November's 
elections. 

Newt Gingrich. House 
speaker, and Henry Hyde, 
ftha rnnan of the House judi¬ 
ciary committee, which nor¬ 
mally investigates such mat¬ 
ters. have decided to send a 
small group of House mem¬ 
bers to scrutinise Mr Stair's 
evidence at an appropriate 
time before deciding how to 
proceed with any formal con¬ 
gressional investigation. 

Re from Washington: Losers hi 
primary colons, Page 10 


Low-key Cuba welcome 
for lighter US sanctions 


By Pascal Fletcher is Havana 

A US move easing some 
sanctions against Cuba but 
maintaining the long US eco¬ 
nomic embargo against the 
communist-ruled island has 
been greeted cautiously by 
the Cuban government as “a 
drop of water in tbe desert”. 

Cuban state media 
reported without comment 
US President BDl Clinton’s 
announcement on Friday 
that charter flights from tbe 
US to Havana would be 
resumed and Cuban exiles in 
the US would be allowed to 
resume sending cmh to fam¬ 
ily members on the island. 

But officials were quick to 
point out that the move, as 
presented by Madeleine 
Albright secretary of state, 
did not remove or substan¬ 
tially alter the 36-year-old US 
embargo against Cuba nor 
the 1996 Hehns-Burtan law 


which further tightened the 
economic squeeze. 

Of Mrs Albright’s asser¬ 
tion that the move fell 
within the US strategy of 
seeking a "peaceful transi¬ 
tion to democracy” in Cuba, 
the Prensa Latina news 
agency said: "The White 
House continues blindly in 
its attempt to impose on 
Cuba changes which Cubans 
alone should decide.” 

Speaking in Geneva before 
Friday’s announcement, 
Cuba’s foreign minister. 
Roberto Robaina, said the 
US measures, details of 
which had already been 
leaked, looked like a “cos¬ 
metic operation” that did not 
-go to the heart of the prob¬ 
lemHe said Cuba wanted 
to see a complete lifting of 
the US embargo. 

Nevertheless, it appeared 
that Cuban leaders, though 
considering the US move 


insufficient, did not want to 
dismiss it completely lest 
this discourage efforts in 
Congress to push through 
legislation which would ease 
the embargo by allowing 
humanitarian sales of food 
and medicine to Cube. 

In an early reaction as 
news of the latest US move 
was breaking. President 
Fidel Castro had commented 
that it seemed "positive”. 

As part of the measures. 
Washington said it would 
"streamline and expedite” 
the granting of licences for 
the sale of medicines to 
Cuba, which is already per¬ 
mitted under the embargo. 

Mrs Albright said tbe 
administration would also 
seek bipartisan legislation to 
"meet humanitarian food 
needs on the island” as part 
of a strategy to “help the 
Cuban people without help¬ 
ing the government”. 


Washington rethinks Iran sanctions 


By Mark Suzmae 

Tbe US is being forced to 
rethink its plans to impose 
sanctions on foreign oD com¬ 
panies doing business in 
Iran as it seeks to shore up 
support In the Middle East 
and avoid alienating Euro¬ 
pean allies and R ussia, all of 
whom strongly oppose the 
move. 

Analysts say that recent 
conciliatory overtures 
towards tbe US by Moham¬ 


mad Khatami, Iran’s presi¬ 
dent, and the risk of military 
action in the Gulf if Iraq vio¬ 
lates tbe new UN agreement 
on arms inspections are also 
contributing to a more flexi¬ 
ble US approach. 

The change in attitude 
comes as the US continues 
to delay a formal announce- 
raent about whether the 
$2hn investment in Ir anian 
gas announced last year by 
Total of France. Gazprom 
of Russia and Petronas of 


Malaysia violates US law. 

Under tbe terms of the 
1996 Iran-Libya Sanctions 
Act, any foreign company 
which Invests more than 
$20m in Iran’s energy sector 
is liable to US sanctions. 
Once the US government 
concludes that a company 
has violated the agreement 
it is required to decide 
within 90 days which, if any. 
punitive measures to invoke. 

The condition has become 

- a headache for the US 


administration, which is 
under pressure from the 
European Union not to 
impose sanctions on the 
Total deal. It has been inves¬ 
tigating the issue for months 
and is now expected to wait 
at least until May before 
mating a final decision. By 
doing so, the US hopes the 
UK, which holds the rotating 
presidency of the EU, will be 
able to persuade Brussels to 
toughen its own position on 
Iran. 


"If the Europeans can take 
some measures themselves, 
even if they’re mostly sym¬ 
bolic. it will make it easier 
for the US to back down,” 
said an analyst. 

Some US officials are hop¬ 
ing the deal will collapse 
anyway, particularly as 
Petronas is reported to be 
struggling to meet its obliga¬ 
tions because of the Asian 
financial crisis. However, 
Total insists the project will 
go ahead. - 


Pentagon strategists cultivate 
defence ties with Indonesia 

The Asian financial crisis has spurred efforts to head off a 
possible slide back towards regional strife, writes Bruce Clark 


W hen Indonesia 
descended into eco¬ 
nomic tailspin, two 
agencies of the US govern¬ 
ment took the lead in co-or¬ 
dinating an effective 
response to the crisis. 

One was the Treasury, 
working both directly and 
through the International 
Monetary Fund and World 
Bank. The other, much less 
conspicuous but equally 
important, was the Penta¬ 
gon. While US economic 
policymakers view Asia’s 
financial travails as a seri¬ 
ous threat to t rade hni «w « 
and growth, the defence 
community saw even darker 
consequences if Indonesia 
crumbled. 

At worst, say US experts 
who are familiar with Penta¬ 
gon thinking the economic 
crisis could have presaged a 
slide back towards the strife 
that raged between and 
within the south-east Asian 
states a quarter-century ago. 

This prospect has redou¬ 
bled the interest of US strat¬ 
egists in consolidating bilat¬ 
eral defence link s with 
Indonesia and most of its 
neighbours. This process 
was gathering pace well 
before the economic crisis 
started, said James Clad, a 
professor at Georgetown 
University, at a conference 
last week of the Overseas 
Development Ccuncfl- 
The US, working in close 
co-ordination with Australia, 


has been steadily cultivating 
ties with the I pd ^ n**™** mil¬ 
itary. Wherever tbe US has 
felt constrained by domestic 
lobbies concerned over 
human rights, Australia has 
“stepped in to fill the 
breach”, according to Mar¬ 
vin Ott, a professor at the 
Pentagon-affiliated National 
Defence University. 

At a time when the mili¬ 
tary stands out more clearly 
than ever as one of the few 
institutions holding Indon¬ 
esia together, US officials 
are watching senior figures 
in the armed forces to assess 
their viability as successors 
to President Suharto, say 
diplomats in the region. 

A landmark in US-Indon- 
esta military co-operation 
occurred earlier this month 
when it was announced that 
a small but symbolically 
important joint exercise was 
in progress in west Java. 

The atta chm ent of the 
Pentagon to links with the 
Indonesian military was 
highlighted last week when 
the US adminis tration admit¬ 
ted it was using a technical¬ 
ity to circumvent congressio¬ 
nal attempts at barring 
military tr aining assistance 

Lane Evans, a Democratic 
congressman from Illinois, 
secured from the Pentagon 
an acknowledgement that it 
had been t raining the Indo¬ 
nesian military since 1993 - 
jnciiiHing the Kopassus spe¬ 
cial forces which have been 


accused of human rights 
abuses. 

Such training "enhances 
• rather than dhniwtahgg oin¬ 
ability to positively influ¬ 
ence Indonesia’s human 
rights policies and behav¬ 
iour”, said John Hamre, the 
deputy defence secretary, in 
a letter to Mr Evans. 

Indonesia denied earlier 
this month it had b een asked 
to provide a military base for 
US farces. But speculation in 
Jakarta has persisted - and , 
in any case, the Pentagon is 
more interested now in hav¬ 
ing periodic access to over¬ 
seas facilities than perma¬ 
nent installations. 

“The last thing the Penta¬ 
gon wants is Asian bases 
with local problems - it has 
had enough of that type of 
thing in tbe P hilip pines.** 
says Prof Clad, one of sev¬ 
eral US experts on the region 
who argue that a security 
system built up over 30 
years around the Associa¬ 
tion of South East Asian 
Nations (Asean) is . under 
unprecedented strain - 
because of organisational 
over-stretch, the age of its 
leaders and economic fac¬ 
tors. 

The broader effort to 
enhance bilateral ties 
between the Pentagon and 
south-east Asian states has 
been in progress at least 
since last summer, when the 
US aircraft carrier Indepen¬ 
dence paid a landmark visit 
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WBeun Cohan: second meeting wflh Malaysian deputy PM 


to Malaysia. Anwar Ibrahim. 
Malaysia's deputy premier, 
is due in Washington soon 
for his second meeting this 
year with William Cohen, 
the US defence secretary. 

Singapore announced ear¬ 
lier this year that it would 
allow the US Pacific Fleet to 
use a deep-water naval base 
now under construction. In 
January the US and the Phi¬ 
lippines mitifllled a “Visiting 
forces agr eement ”, enabling 
the resumption of joint mili¬ 
tary exercises and US war¬ 
ship visits. Some regional 
experts predict that Thai¬ 
land will soften its reluc¬ 
tance to allow the US mili¬ 
tary to station equipment on 
its t errito ry. 

Part of the background to 
all these moves, which have 
required a swallowing of 
regional and nationalistic 
pride, is fear of Increased 
tension in the South China 
Sea, where Beij ing has 


made, but not pressed, a 
broad assertion of territorial 
rights. 

US strategists see Jakarta 
as the key factor. As long as 
the regional security system, 
of which Indonesia is the 
linchpin, remains intact, 
then “it will be very difficult 
for the Chinese to meddle if 
they are so inclined", says 
Paul Wolfowitz, an influen¬ 
tial srfmlar and er-amb aasa- 
dor to Jakarta. 

If tbe south-east Asian sys¬ 
tem starts to come apart 
“then it will be very difficult 
for China to keep out”, Mr 
Wolfowitz adds. But he does 
not believe that concern 
over Indonesia’s strategic 
importance should imply 
pulling punches over its 
Shortcomings in economic 
policy. “If economic mis¬ 
takes are jeopardising the 
country's long-term health, 
we should be tPiitng them 
so.” 
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JAPANESE ECONOMY ALTHOUGH FURTHER WEAKENING OF THE CURRENCY WOULD HAVE DIRE CONSEQUENCES, IT COULD BE DIFFICULT TO HALT THE SUDE 


Hard times take shine off once mighty yen 


By Paul Abrahams to Tokyo 

For years the yen was a 
one-way bet. Japan's eco¬ 
nomic strength, low inflation 
and strong productivity 
growth ensured the currency 
consistently appreciated. 
When in April 1995 it hit 
Y79.75 to the US dollar there 
were commentators who 
believed it could reach Y50. 

Those days are long gone. 
The debate is now about 
how weak the yen can 
become. Last week the cur¬ 
rency broke through Y130 to 
the dollar for the first time 
since January, and some 
traders predict it could reach 
YI50 this year. TTie Implica¬ 
tions are considerable. 

The dangers of heightened 
trade friction with the US 
would be real. Only two 
years ago, explains Jeffrey 
Young, head of economic 
analysis at Salomon in 


Tokyo, US authorities 
became apoplectic if Japan's 
current account surplus as a 
pro p or ti on of gross domestic 
product exceeded 2 per cent 
If the yen were to reach 
Y140, Japan's current 
account surplus, already at 
2.75 per cent of GDP. could 
reach 3.25 per cent, he 
warns. 

The impact of the yen’s 
depreciation on other Aslan 
economies could also be 
disastrous. 

It would make Japanese 
products even cheaper in 
export markets where they 
compete with goods from 
other Asian countries. It 
would also make Aslan 
goods more expensive in 
Japan. The country accounts 
for about 65 per cent of 
Asia's combined GDP and 
for most Asian nations is the 
most important export mar¬ 
ket. Asian countries are 


already suffering from weak 
Japanese demand. 

Although further weaken¬ 
ing of the yen could have 
dire consequences, it could 
prove difficult for authorities 
in the US or Japan to halt 
the slide. There are strong 
macroeconomic forces driv¬ 
ing the currency's decline. 

Most important are the rel¬ 
ative strengths of the US and 
Japanese economies. In 
recent weeks it has become 
apparent that Japan is slip¬ 
ping into a deep recession: 
GDP growth in the financial 
year ending this month is 
likely to be negative, the 
first year the economy will 
have contracted since 1974. 

The Industrial Bank of 
Japan, admittedly one of the 
most pessimistic forecasters, 
predicts the economy this 
calendar year will also 
shrink. In contrast, the US 
continues its impressive, 


Yen 

Tnrie-mtffed M» 



steady growth with low 
inflation. 

Economic pressures cm the 
yen are reinforced by capital 
flows. Mr Young points out 
that interest rate differen¬ 
tials between Japan and the 
US are huge. Overnight rates 
in Japan are Just 0.5 per 


cent, against 5.5 per cent In 
the US. Even taking into 
account probable deflation 
in Japan, real Interest rates 
are far higher in the Uk. 

“Why buy yen, when you 
can buy dollars?” asks Ravi 
Bulchandanl, global cur¬ 
rency economist at Morgan 
Stanley. 

Already, Japanese pension. 
funds are big buyers of dol¬ 
lars and dollar-denominated 
investments. The liberalisa¬ 
tion of foreign exchange 
rules next month as part of 
the Big Bang financial revo¬ 
lution will make it even 
easier for Japanese investors 
to buy assets overseas. 

Eisuke Sakakibara, vice- 
minister at the Ministry of 
Finance - dubbed “Mr Yen” 
for his ability to move for¬ 
eign exchange markets — has 
pledged to take decisive 
action to prop up the yen. 
But his ability to do so 


seems limited given the mac¬ 
roeconomic context • 

Without an increase in 
interest rates - an impassi¬ 
ble policy change given the 
economy’s weakness - even 
intervention in the foreign 
markets by the central 
banks of the Group of Seven 
leading industrial nations 
would be unlikely to have 
much long-term effect on tbe 
yen’s value, argues Kenneth 
Landon. senior currency 
strategist at Deutsche Mor¬ 
gan GrenfelL 

In any case, currency ana¬ 
lysts question the political 
commitment to a strong yen. 

Mr Bulchandanl says: 
"Japan would be incapable 
of dealing with YllO to the 
dollar. The bond yield would 
fall to 1 per cent, and the 
economy would be con¬ 
demned to low growth for 
many years.” 

As for Asia, he believes 


the region could cope with a 
weaker yen. He paints out 
that the Bank of England’s 
trade-weighted index for the 
yen -does not take into 
account Asian countries, 
which account for 35 per 
cent of Japanese exports. 
When their currencies are 
included, the yen actu¬ 
ally appreciated 15 per cent 
since January 1997. 

He argues the damage 
caused by Asian countries 
losing export orders in the 
short-tenn would be far less 
than that caused by a pro¬ 
longed Japanese recession. 

Currency analysts expect 
downward pressure on the 
yen to gain force next week 
after the government’s latest 
economic package is 
announced. They are betting 
that the currency will fell 
heavily. The bet on depreda¬ 
tion is not one way. but the 
odds are in its favour. 


Garuda tries to rearrange lease 
payments as air ticket sales fall 


By Sander Ttaenes to Jakarta 
and Michael Stapmtar 
in Landon 


Garuda and several other 
Indonesian airlines, hit by a 
fan in ticket sales and a col¬ 
lapse of the rupiah, are try¬ 
ing to renegotiate leasing 
payments and are handing 
back some aircraft, accord¬ 
ing to airline executives. 

Sabur Taofik, project 
coordinator at Garuda, said 
the state-owned airline 
would start talks next week 
with at least five leasing 
companies on rescheduling 
leasing payments, but he 
would not name them or tbe 
number of aircraft involved. 

A banker Involved in 
Asian aircraft finance said 
Garuda had missed several 
lease payments, although it 
had since made up some of 
them. He said he expected a 
round of tough bargaining 
with Indonesian carriers, 
with the airlines expected to 
claim they could finance 
only a fraction of their lease 
payments. 


Bankers are expected to 
press for higher payments 
than those Initially offered, 
in the knowledge that they 
can lease the aircraft else¬ 
where if the Indonesian air¬ 
lines are forced to return 
them. Demand for aircraft 
from US and European air¬ 
lines is at record levels. 

Most state companies in 
Indonesia borr o w without a 
sovereign guarantee, but the 
failures by some or the larg¬ 
est, such as the oil and gas 
monopoly Fertamina, to pay 
In frill have hi ghligh ted the 
strain on Indonesia’s econ¬ 
omy from seven months of 
economic crisis. The 70 per 
cent depreciation of the 
rupiah has hit industries 
such as airlines, which pay 
leases, fuel and maintenance 
In dollars but sell most tick¬ 
ets in rupiah. 

“Traffic is going down. We 
are forced to talk to the lend¬ 
ers of the aircraft,” Mr Sabur 
said, “to have a lease cost 
that matches our revenues.” 

“Well try to renegotiate 
with them, to have some hol¬ 


iday” he said, adding that 
Garuda would propose pay¬ 
ing only a percentage of the 
usual monthly fee, depend¬ 
ing on the contract “In the 
worst case we have to return 
the aircraft'’ 

Garuda last year denied 
defaulting on loans but said 
it had rescheduled pay¬ 
ments. 

Bouraq, one of the smaller 
domestic airlines, said Fortis 
Aviation of the UK had 
agreed to accept only 25 per 
cent of monthly payments 
for two aircraft for the com¬ 
ing three months. 

jack Cunningham, Fortis 
chief executive, refused to 
confirm the 25 per cent fig¬ 
ure, but said: "Our policy is 
to try to work with Bouraq. 
We consider it to be one erf 
tbe best ran private airlines 
in Indonesia” Bouraq 
obtained a freeze until July 
for three aircraft from Indigo 
of Sweden and it returned 
one leased from Transavia, 
the Dutch airline. 

Sempati, a controversial 
domestic airline controlled 


by a son of President 
Suharto, has already handed 
back seven aircraft to sub¬ 
sidiaries of Airbus and Gen¬ 
eral Electric, one executive 


said. It owns five Boeing 
737s, is consiriprinff putting 
four unused Fokker 27s back 
into service and has asked 
tbe government for a grace 
period on the two aircraft it 
leases from a state-owned 
company. 

The executive said Sem¬ 
pati had rolled over commer¬ 
cial paper and was talking to 
state banks for an extension 
of soft loans as well. He 
defied widespread rumours 
that Sempati had never paid 
its fuel bills. 

Soelarto Hadis nmanto, 
president trf the Indonesian 
National Air Camera' Asso¬ 
ciation, said last month Sem¬ 
pati, Bouraq, DAS and Man¬ 
dela, the four load ^ g private 
airlines, were all in “serious 
danger” of collapse. He has 
been lobbying for a gov ern - 
meat subsidy, so far in vain. 
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Chinese companies go 
on sale - for 12 cents 


By James Kynge In BeQtog 

A city in China's northern 
industrial “rustbdt” has hit 
on a new way of solving the 
pressing national problem of 
restructuring insolvent 
state-owned enterprises. 

As one of several "unprec¬ 
edentedly favourable poli¬ 
cies”. the city of Shenyang 
in Liaoning province was 
scheduled to offer for sale at 
the weekend several state 
companies priced at just one 
yuan (about 12 cents) each. 

Although insolvent state 
enterprises have been sold 
for nominal sums in the 
past, it is rare for authorities 
to organise and publicise 
mass auctions of state com¬ 
panies which, until recent 
years, were objects of official 
pride. A total of 50 troubled 
companies were due to be 
sold in Shenyang, the official 
Xinhua news agency said 


The reform of China's 
debt-ridden state-owned sec¬ 
tor has been identified as 
one of the country’s most 


important and difficult eco¬ 
nomic tasks. 23m Rongji, the 
new premier, last week said 
he was confident most loss¬ 
making companies could be 
turned around within three 

years. 

ffls elevation to premier is 
expected to usher in a new 

phase of activism in eco¬ 
nomic reform. Mr Zhu chose 
a cabinet of technocrats last 
week and, in his first public 
remarks as premier, showed 
no sign of flinching from the 
sink-or-swim economic prin¬ 
ciple that has become Chi¬ 
na's new creed. 

But of all Mr Zhu’s endea¬ 
vours, enterprise reform Is 
perhaps the most perilous, 
as it creates redundancies 
and the potential for social 
unrest In Shenyang, where 
a particularly outmoded 
Soviet-style state sector has 
driven authorities to pursue 
rapid reforms, about 29 per 
cent of tbe city’s i.3ra unem¬ 
ployed are former state 
workers. 

Mindful of such problems, 
authorities designed the 


planned company sale in 
Shenyang with inducements 
for purchasers to keep pro¬ 
duction going. 

For potential buyers, the 
prospect of taking on an 
insolvent enterprise which 
churns out products for 
which there is little market 
can be daunting. But some 
have been willing to take the 
risk. 

Yang Mianmian, executive 
vice-president of the Haier 
Group, one of China's big¬ 
gest manufacturers of white 
goods, said some of the com¬ 
panies were like “stunned 
fish - they look dead, but 
actually they can be 
revived”. 

Haier bought a defunct 
state electronics company in 
the province of Anhui and 
turned it into a viable fac¬ 
tory complex Tnakiwp digital 
televisions. Most of the old 
workforce was kept on. 

“It is mainly a question of 
new m anagement te chnique s 
and having the capital to 
upgrade technology,” Ms 
Yang said. 


Banned 

dissident 

accuses 

Beijing 

By John Rktdtog to Hoag Kong 

A prominent US-based 
Chinese dissident, who was 
refused entry to Hong Kong 
at the weekend, claimed the 
territory's immigration 
authorities bad acted on 
instructions from Beijing. 

Wang Bingzhang’s claim 
was rejected by Hong Kong’s 
security bureau, which said 
the derision was taken on 
the territory's own author¬ 
ity, that Beijing had not 
been consulted and that Mr 
Wang was refused entry 
because of a suspected 
forged travel document 

However, the case could 
lead to further questions 
about Hong Kong’s auton¬ 
omy under Chinese sover¬ 
eignty. A number of recent 
incidents, including a deci¬ 
sion not to prosecute a Chi¬ 
nese organisation in the ter¬ 
ritory. have raised concerns 
about autonomy. 

Related concerns about 
the threats to the rule of law 
will be under scrutiny today 
when the secretary of justice 
appears before legislators to 
explain the territory’s prose¬ 
cution policy. That follows a 
case last week in which the 
Justice Department decided 
not to prosecute a prominent 
local publisher linked to a 
fraud case by the territory's 
Independent Commission 
Against Corruption. 

Hie department said that 
there was no special treat¬ 
ment in the case and prose¬ 
cution policy remained 
uncha n ged since before last 
July’s return to Chinese sov¬ 
ereignty. 

In the case of Mr Wang, 
Hong Kong officials said 
there was no threat to the 
“one country, two systems” 
formula which underpinned 
the handover and which 
promises autonomy to Hong 
Kong. Hong Kong’s post- 
colonial constitution says 
the territory may still apply 
immigration controls on 
People from foreign states 

Mr Wang responded that 
he had not had any problems 
when he first entered Hong 
Kang last Monday using the 
same travel documents. 
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Oil pact 

gives 

industry 

breathing 

space 

By Robert Canine in London 


As oil prices fell to nine-year 
lows over the past few 
weeks, the level of vitriol in 
the war of words between 
Saudi Arabia and Venezuela 
rose proportionately. 

In -Riyadh, officials mad** 
barely veiled and increas¬ 
ingly bitter references to 
Venezuela's chronic over¬ 
production. which is the 
highest within the Organisa¬ 
tion of Petroleum Exporting 
Countries. Caracas counler- 
' attacked by accusing Riyadh 
of resisting a more equitable 
share-out of the world’s oil 

marke t 

With industry pundits pre¬ 
dicting single-digit oil prices 
if the two countries contin¬ 
ued their standoff, both sides 
vowed to be “the last to 
blink”. 

But .such bravado could 
not disguise the financial 
pain that low prices were 
inflicting on them, as well as 
on the other producers, 
which watched the confron¬ 
tation with growing con 
cem. 

“They all need a hospital, 
not a battlefield, 1 ' noted Rob¬ 
ert Mabro. director of the 
Oxford Centre for Energy 
Studies. 

Yesterday’s agreement 
between Saudi Arabia, Vene¬ 
zuela and Mexico marks a 
ceasefire in the struggle 
rather than a full-scale peace 
agreement. 

But analysts say the deci¬ 
sion by Saudi Arabia, the 
world's biggest oil producer 
and exporter, to match any 
combined cut by Venezuela 
and Mexico should pot at 
least a temporary floor 
under oil prices. It should 
also act as a foundation 
incentive for further cuts by 
both Opec and non-Opec 
countries. 

That in turn should offer a 
breathing space to battered 
oil producers, which have 
faced such steep revenue 
falls as to cause analysts to 
raise questions about the 
political stability of some 
-such as Iran and Nigeria.- ■ 
The political significance 
of yesterday's deal is that 
“neither side blinked first”, 
says Mr Mabro. The pres¬ 
ence of Mexico in the deal is 
also significant It is said to 
have played a critical role in 
bringing the two countries 
together and in helping I 
them to overcome mutual | 
suspicions. 

Mexico should also make 
the deal more credible in the 
eyes of world oil markets. 
The three countries each 
have a gimiinr share of the 
US market, the world’s big¬ 
gest and, with the turmoil 
in Asia, the only one of any 
significance still 'offering 
growth opportunities. The 
deal means none of the three 
should secure a big advan¬ 
tage over the others while 
the nine-month agreement is 
in force. 

The presence of Mexico 
and other big nan-Opec pro¬ 
ducers in a global cut should 
also help overcome market 
scepticism about Opec's 
adherence to such a scheme. 

In public, officials talk 
about a global reduction of 
as much as 2m barrels a day. 
A more realistic figure is 
probably around l- 2 m b/d. 
That may not lead to the 
early erosion of the global 
surplus of oil supplies. 

But it could easily be 
enough to swing short-term 
market sentiment and 
underpin prices while pro¬ 
ducers wait for the answers 
to the .four big questions 
that hang over. oil. mark 
ets. 

These are: What will be 
the long-term effect on 
demand of Asia’s economic 
turmoil? How much more 
Iraqi oil will enter the mar¬ 
ket as a result of the expan¬ 
ded United Nations oil-for- 
food programme? What is 
the actual level of stocks in 
storage? And how long a 
shadow mil they cast over 
oil prices? • • - 

Backers of the global cut 
want to attract as many par¬ 
ticipants as possible to 
ensure that no one country 
Ka< to carry a disproportion¬ 
ate share of the reduction. 
That should also ensure that 
the .deal does not collapse if 
countries £a3 to honour their 
commitments, something 
which could easily happen if 
short-term prices . rise 
sharply. 

But the relief with which 
oil-producing countries and 
companies will greet yester¬ 
day’s deal is hkely to be tem¬ 
pered by the reality that it 
may be only the first of sev¬ 
eral reductions that may 
need to be taken this year to 
stabilise oil markets over the 
longer term- 


INTERNATIONAL 


Africa’s new leaders start to lose gloss 

As Clinton flies into Entebbe, notes of scepticism are creeping into glowing assessments 

of the latest generation of rulers. Mfchela Wrong and Michael Holman report 


Y oweri Museveni once 
described as a 

fat, balding man with a 
silly hat. But such, self-depre¬ 
cation. rare among African 
leaders, does little to obscure 
the fact that when President 
Bill Clinton niog into 
Entebbe tomorrow be will be 
greeted by the most influen¬ 
tial sub-Saharan, of 
state after Nelson Marsala 
And as Mr Clinton 
“readies out to his peers” 
the US will signal its 
approval of both the Ugan¬ 
dan president and the “new 
breed” of African leader he 
represents in the eyes of 
western, administrations 
searching for signs of hope 
on a continent tainted by 
despair. 

Ever since the 1997 topp¬ 
ling of Zaire’s Mobutu Sese 
Seko, by rebels backed by 
Rwanda and Uganda, the 
tendency has been to view 
African politics in terms of a 
key “Band of Five": Mr 
Museveni, Ethiopia’s Meles 
Zenawi, Eritrea's Isiais 
Afewerki, Rwanda’s Paul 
Kagame and. to a lesser 
extent. Democratic Congo’s 
Laurent Kabila. 

This “new breed” of men 
shared their relative youth, 
the means used to seize 

Contrast 
in global 
telecoms 
access 

By Frances Wiliams m Geneva 

Vast differences in access to 
basic. telecommunications 
services persist but univer¬ 
sal access can be achieved 
With new tMtinnlngja; and 
suitable policies, the Interna¬ 
tional Telecommunication 
Union says in a report pub¬ 
lished today. * 

The report, which co¬ 
incides with thp opening of 
an ITU conference cm tele¬ 
coms development in Val¬ 
letta, Malta, notes that two- 
thirds of the world's 1.5m 
households have no-tele¬ 
phone. Over 60 per cent of 
main telephone lines are 
found in just 23 developed 
countries accounting for less 
than 15 per cent of the 
world’s population. 

Teledensity - the number 
of main lines per 100 inhabit¬ 
ants - ranges from less than 
0.1 in Cambodia to 99 in 
Monaco, the report says. 
Nearly 800m people live in 
the 43 countries with tele- 
densities below L, the mini¬ 
mum necessary to give most 
people some sort of access to 
a telephone. 

Once a teledensity of 1 is 
achieved, it has historically 
taken 50 years on average to 
reach a teledensity of 50, 
reflecting high telecoms 
development, though some 
countries have managed it in 
20 years. 

As density increases, the 
pace of change accelerates, 
which has had the effect of 
increasing inequalities 
between countries, the ITU 
says. Thus 84 per cent of 
mobile telephone subscrib¬ 
ers, 91 per cent of fax 
machines and 97 per cent of 
intranet host computers are 
in developed nations. 

So far cellular telephony 
has been too expensive to 
have had much impact in 
enhancin g access to tele¬ 
phones in developing coun¬ 
tries where land lines are 
expensive and unprofitable 
to lay. However, the ITU 
believes the development of 
relatively cheap fixed cellu¬ 
lar services offering basic 
facilities has the potential to 
cut significantly the costs 
(and user charges) of provid¬ 
ing telephone networks. 

The report defines “mod¬ 
est goals” for developing 

countries by 2010 of 10 tele¬ 
phone lines per 100 inhabit¬ 
ants, equivalent to at least 
half of all households. For 
the poorest countries, the 
ITU proposes a teledensity of 
5 with a fifth of households 
covered. 

Though the traditional 
practice of cross-subsidising 
the provision of telephones 
to poors' users is threatened 
by telecoms liberalisation, 
the report cites successful 
alternatives, including the 
setting of network targets 
for private operators in 
Argentina, contracting out 
network development in 
lhailand, the introduction of 
competition in the Philip¬ 
pines and private tel ec entres 
In Senegal- 

* World Telecommunication 
Development Report, avail¬ 
able from ITU sales service, 
CB-1211 Geneva 20, fax *41 
22 730 5134 or toebsite http:11 
loiaw.itu.intlindicators. 
SFrlOO. 


power, their intellectual 
arrogance and their con¬ 
tempt for Africa's colonial 
heritage. It was felt they 
were setting a fresh agenda 
that left an older generation 
of autocrats lagging behind. 

Trumpeting the battle 
against c or r u p ti on, they had 
ditched Marrism in favour of 
structural adjustment while 
bluntly telling Bretton 
Woods lending institutions 
they themselves must dic¬ 
tate the pace of develop¬ 
ment. Their self-confidence 
convinced many these were 
governments the west could 
finally “do business with”. 

In this group, most of 
whose members will be 
attending a mini-summit 
staged in Mr Clinton's hon¬ 
our, Mr Museveni bolds 
pride of place. No-one has 
shown more ideological' 
adaptability or more drill at 
wooing donors, and no-one 
has proved more far-reach¬ 
ing in his influence. 

The forces that overran 
Rwanda in 1994 were led by 
men who had held top posi¬ 
tions in his army. Three 
years later, Mr Kabila not 
only ousted Mobutu with 
help from Ugandan troops. 
He also regularly sought 
advice from Mr Museveni. 


Hie string-pulling contin¬ 
ues. Regional analysts are 
now braced for a big assault 
on Sudan's Islamic govern¬ 
ment by rebels in which Mr 
Museveni and his Eritrean 
and Ethiopian allies are 
expected to play their usual 
covert roles, blessed by a 
Washington anxious to see 
the fundamentalist threat 
eliminated. 

B ut amid all the bonding 
that can be expected to 
Kampala, the first 
sounds of scepticism are 
being heard. 

Increasingly, human 
rights activists and analysts 
question whether the “new 
breed” are as mould-break¬ 
ing as supporters profess, or 
whether, in describing a 
country such as Uganda as 
“a beacon of hope”, as Made¬ 
leine Albright, secretary of 
state, did recently, the US is 
being dangerously naive. 

“What’s striking is the 
generational difference in 
Washington between those 
old enough to remember the 
initial enthusiasm towards 
the first, post-independence 
leaders and a young group 
who never experienced 
that.” says Alison Desforges, 
of Human Rights Watch. 


“The older folks are saying 
'Let’s not get carried away, 
we’ve seen it all before’, 
while the younger ones are 
so pleased to see same sort 
of initiati ve-taking.” 

One reason for the wari¬ 
ness is - the deteriorating 
human rights records. While 
attention has focused on the 
massacres of Hutu refugees 
in east Zaire by Mr Kabila's 
forces, most of those killings 
ware probably carried out by 
Rwandan soldiers, operating 
across the border. 

As for Mr Kabila, his treat¬ 
ment of the opposition is 
becoming more reminiscent 
of his predecessor’s by the 
day. to Ethiopia, the govern¬ 
ment's repression of seces¬ 
sion movements has 
involved the detention of 
thousands. And while there 
are signs of a shift in 
Uganda, until recently Mr 
Museveni was committed to 
his “no -p a r ty” system. 

At the same time, the new 
leaders' economic recoveries, 
impressive when departing 
from rock-bottom, are begin¬ 
ning to look less miraculous. 

In Uganda, growth rates 
have gone from a regular 7 
to 5 per cent as infrastruc¬ 
tural limitations and blos¬ 
soming graft talc** their tolL 


The euro. 
A smooth 


• . • 


transition. 



Bonding bi Uganda: Murfvmi (right) meets KabBa at Entebbe airport PIcbJB AP 


to Ethiopia, the donors are 
increasingly exasperated by 
resistance to change. 

Leaders’ defiant protesta¬ 
tions that Africa must “own" 
its own recovery programme 
look hollow, given the mas¬ 
sive amounts of assistance 
their countries - except Eri¬ 
trea - continue to need. 

But the biggest danger of 
over-enthusiastic western 
support, many analysts 
believe, lies to the pan-Afri¬ 
canism embraced by the new 

i-m 

Dreea. 

That belief underpins Mr 
Museveni’s decentralisation 
ftflmpaign and Mr Meles's 
federal constitution- It also 
explains the readiness with 


which the new breed have 
redrawn frontiers, sent 
forces into adjacent coun¬ 
tries and helped topple 
neighbouring leaders. 

Recent history - in partic¬ 
ular, the peace dividend that 
has foiled to materialise in 
the Great Lakes region fol¬ 
lowing Mobutu's overthrow 
- has shown the risks posed 

by such brash foreign adven¬ 
tures. The consequences of a 
similar upheaval in Sudan 
can only be imagined. 

There will be one way to 
tell whether the new leaders 
are the old, power-hungry 
breed to a new coating. “The 
test will be to see whether in 
10 years’ time, they're still 


on the scene,” says a diplo¬ 
mat. “If they haven’t bowed 
out, well know it is the 
same old story.” 

So for the signs of early 
departure are few. In 
Rwanda, the Rwanda Patri¬ 
otic Front is busy extending 
roots into the judiciary and 
business. In Ethiopia and 
Eritrea, the ruling parties 
are so dominant, opposition 
is irrelevant. And Mr Muse¬ 
veni, who once said a decade 
to power was enough for any 
leader, has now been at the 
wheel for 12 years and shows 
no signs of leaving. 

Editorial comment and 
Observer, Page 15 
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RAMaEAL G| VE S WORLD SERVICE'NEWS ACCESS TO THE CAPITAL CITY AND 44 OTHER URBAN CE NTR E S 

BBC wins breakthrough in Mexico 


By John Sapper, 
hi London 

The BBC has made a 
significant advance in the 
Latin American radio mar¬ 
ket by reaching an agree¬ 
ment with InfoRed, an inde¬ 
pendent radio production 
company, to broadcast BBC 
World Service news to a 
potential audience of 23m in 
Mexico City. 

The deal, which is the 
largest the World Service 
has made In Latin America 
is part of its effort to raise 

Blair in 
challenge 
to French 
socialists 

By Robert Peston fa London 

Tony Blair, the British prime 
minister, will tomorrow use 
a wide-ranging speech to the 
National Assembly in Paris 
to challenge France's gov¬ 
erning socialists to join him 
in rejecting traditional left- 
of-centre policies. 

It is is likely to be seen as 
implicitly critical of the 
French government's com¬ 
mitment to a 35-hour work¬ 
ing week, and may reignite 
French socialist party 
concerns that Mr Blair is 
trying to undermine their 
basic values. 

However, the UK prime 
minister, delivering his 
address to the legislature in 
French, will stress that there 
are strong similarities 
between his welfere-to-work 
policies - aimed at helping 
the young unemployed - 
and those of Lionel Jospin, 
the French premier. 

The address comes only 
weeks after French govern¬ 
ment members reacted with 
alarm to Mr Blair's sugges¬ 
tion that a new international 
forum of modernising cen¬ 
trist and centre-left parties 
should be set up. 

He will also spell out what 
he perceives to be the limits 
to future Integration of Euro- 


the audience for its Spanish 
and Portugese service. It 
reaches 3.2m people in Latin 
America, compared with 2m 
in 1996. 

The agreement, which is 
to be announced today, fol¬ 
lows the signing of a deal 
last week between the BBC 
and Discovery Communica¬ 
tions. the US cable network 
company, to create joint ven¬ 
ture television channels 
internationally. 

John Birt, the BBC’s direc¬ 
tor general, Is keen to mak e 
the BBC a leading global 


news broadcaster, in compe¬ 
tition with rivals such as 
Cable News Network, the US 
broadcaster that had both a 
television and a radio ser¬ 
vice internationally. 

The BBC has found some 
difficulty until now in pene¬ 
trating Mexico, which is 
seen as a key Latin Ameri¬ 
can media market. The 
InfoRed deal will mean 
World Service news is car¬ 
ried regularly in 44 urban 
centres as well as Mexico 
City. 

The most important car- 



Tony BlaiR keen to stress ‘constructive, positive state 1 of the EU 


pean Union members, stress¬ 
ing that welfare, taxation 
and health must remain the 
exclusive preserve of 
national governments. 

He will stress the ‘'con¬ 
structive positive side” to 
the EU and that he values 
“co-operation over foreign 
policy and defence," said his 
spokesman. However, Mr 
Blair will make clear he is 
“not In favour of a United 
States of Europe". 

This follows yesterday's 
implicit criticism of the UK’s 
decision to remain outside 
European monetary union 
for the time being, which 
was made by Dominique 


rier will be the Monitor pro¬ 
gramme broadcast on Radio 
Red FM in Mexico City. This 
has an audience of about 
250.000 people Including 
many opinion formers. 

The flp«nniai terms of the 
deal are not being disclosed, 
but the BBC will be paid a 
monthly fee based on num¬ 
bers of listeners. Some 360 
radio stations in the Ameri¬ 
cas carry World Service 
news. 

The deal is part of a BBC 
strategy of attempting to 
spread its audience from its 


core short-wave radio ser¬ 
vice. It does so by offering 
segments of programming - 
often its international news 
service - to local FM and 
AM radio stations. 

Jerry T immins , head of 
the Americas for BBC World 
Service, said the World Ser¬ 
vice was recouping 10 per 
cent of total costs in the 
Americas through such ven¬ 
tures. He said the BBC was 
the only publicly-funded 
radio group able to charge in 
this way. 

Negotiations have also 


begun in Brazil on a co-pro¬ 
duction deal with a local 
media group. SBC World 
Service news is carried by 
local public radio stations in 
the US to an addlence of 
3.7m, which has risen by 
about lm In two years. 

Under the BBC-Discovery 
deal, which will bring invest¬ 
ment of at least $5S5m 
(£35Qm) over four years, the 
two groups are to launch a 
series of television channels 
internationally. They have 
already produced two for the 
Latin American market 


Lloyd’s may seek fuller 
disclosure of broker fees 


Strauss-Kahn, the French 
finance minister. 

“In my opinion the only 
way to be a landing country 
in Europe is to belong to the 
euro zone,’’ said Mr Strauss- 
Kahn in a BBC interview. 
“The Influence of Britain in 
Europe will be smaller than 
it could be." 

Mr Blair's trip to France 
comes at a delicate time for 
Anglo-French relations, fol¬ 
lowing tension over the UK’s 
relatively aggressive 
approach to Iraq because of 
Baghdad's refusal to allow 
unrestricted access to 
United Nations’ weapons 
inspectors. 


By C hri stopher Adams, 
bt saan ce Correspondent 

The Lloyd’s of London 
insurance market may 
demand that insurance bro¬ 
kers conducting business at 
the market provide greater 
disclosure about how they 
axe remunerated. 

It is considering tightening 
codes of conduct in response 
to concerns that current 
business practices may be 
detrimental to clients. 

Commercial insurance bro¬ 
kers typically agree a fee 
with a customer or take a 
c ommissi on that comprises a 
percentage of the underwrit¬ 
er's premium far any service 
or advice they provide. But 
some underwriters also will¬ 
ingly pay brokers extra 
incentives or rewards for a 
steady flow of business. 

However, the incentives 
are viewed by many clients 
- companies which buy 
insurance - as a potential 
conflict of Interest for the 
brokers concerned. David 
Gittings, director of regula¬ 
tion at Lloyd's, said under¬ 
writers had begun express¬ 
ing concern that some 
brokers were now exerting 
pressure for additional sums 
of money in exchange for 
access to business. 

Brokers act as go-betweens 
in the market, representing 
companies that buy insur¬ 
ance in dealing with under¬ 


Equitas denies being in sale discussions 


Equitas, the company that took 
responsibility for bifflons of 
pounds in old losses from the 
Lloyd's of London insurance 
market, yesterday rejected 
London press reports that it 
was in discussions with other 
companies regarding a sale. It 
said it had had no approaches 
from any potential buyers. 

The company added It had 
not had any contact from 
Goldman Sachs, the investment 


writers. Underwriters insure 
risks and earn a premium 
for doing so. 

“We are concerned that 
brokers could become the 
agents of underwriters," said 
Mr Gittings. “We're going to 
remind them of their exist¬ 
ing obligations to clients." 

Under Lloyd's rules, bro¬ 
kers must disclose remuner¬ 
ation from a transaction in 
full to a client, but only if 
requested to do so by the 
customer. “We may change 
that,” said Mr Gittings. 

The Association of Insur¬ 
ance and Risk Managers, 
which represents commer¬ 
cial insurance buyers, yes¬ 
terday called for greater 
transparency in the London 
insurance market. A risk 
manager at one of Britain's 
FTSE-100 companies said 
that brokers' remuner- 


bank, which weekend press 
reports suggested had been 
approached to represent a 
possible buyer._ 

Equitas has appointed Hugh 
Stevenson, chairman of Mercury 
Asset Management, as 
chairman designate. Mr 
Stevenson wflt become a 
non-executive director at 
Equitas at the beginning of April 
and cfcrirman in November, 
replacing David Newbigging. 


ation was “a grey area". 

In a sign that client con¬ 
cern has begun to have an 
effect. Jardine Lloyd Thomp¬ 
son, a leading commercial 
broker, is thought to be con¬ 
sidering whether to disclose 
publicly how much the 
incentives paid by under¬ 
writers contribute to its rev- 
euue. Airmic said it would 
welcome such a move and 
plans to survey its members 
on the issue. 

Sedgwick, another broking 
group, rejected, suggestions 
of a conflict of interest or 
that remuneration was not 
transparent. It said it openly 
acknowledged the receipt of 
incentives from underwrit¬ 
ers in a statement oF princi¬ 
ples provided to clients. “We 
are the client’s legal agent 
and act fully in his interest," 
Sedgwick said. i 


NEWS DIGEST_ 

NORTHERN IRELAND _ 

Pro-British party signals 
‘historic’ settlement near 

A big boost to the Northern Ireland peace process came this 
weekend when David Trimble, leader of the Ulster Unionist party, 
ottered the strongest hint yet that a historic settlement may be 
wHhfri reach. The Ulster Uniortiste are the largest pro-British party 
In Northern Ireland. 

With three weeks left until the Easter deadline for reaching a 
settlement, set by the British and Irish governments, Mr Trimble 
told his party's annual convention: "We may be on the point of 
doing something that we haven't done in the last 25 years.’ 

Against a background o! continuing violence by extremists on 
both aides who are opposed to a deal, Mr Trimble said unionists 
“must be prepared for what may come out of the talks over the 
next few weeks... This epoch-making opportunity is there. It can 
be achieved.” John Murray Brown, Dubfin 

FILM INDUSTRY 


Government may open LA office 

The UK government plans to capttafise on the US’s current inter¬ 
est In British films by opening an office in Los Angeles. Chris 
Smith, chief culture minister, announced the move in advance of 
a report due on Wednesday from the FUm Review Policy Group, a 
body made up of represe nt atives from the UK film industry. The 
report Is expected-to recommend opening a Los Angeles office. 

"ft sands a big message to Hollywood that we are not a quaint 
film suburb, but a big block on High Street, Tinseltown," said Mr 
Smith yesterday. The office win aim to capitalise on the popularity 
and box office success of UK films such as The FuB Monty, Bean 
and Four Weddings and a Funeral, to attract US funding lor fur¬ 
ther productions. Maggie liny, London 


AGRICULTURE 

College to aid Romania reform 

Wye Cottage In south-east England, one of the UK's leading agri¬ 
cultural cottages, has won a El .2m contract to run a year-long 
project helping to reform Romanian agricultural policy and pre¬ 
pare the country for entry to the European Union. The project will 
involve briefing Romanian policymakers on how the Common 
Agricultural Policy works and training Romanian agriculture minis¬ 
try officials. Wye has already worked on similar prefects for 
Poland and Bulgaria. Maggie Uny, London 


TRADE UNIONS 

Recognition drive stepped up 

The Trades Union Congress is stepping up its campaign this 
week for strong union recognition laws. Union leaders fear that 
Tony Blair, the prime minister, Is sympathetic to the feelings of 
business organisations that oppose any recognition measures 
they fear would th re aten a return of union disruption. John 
Monks, TUC general secretary, will address a meeting tomorrow 
in support of workers who claim they were dismissed by CritcNey 
Label Technology, South Wales, when they went on strike after 
the company derecognised their union. TUC support for such a 
local action reflects growing concern among union leaders about 
the prime minister's reluctance to support their call for strong rec¬ 
ognition laws. Robert Taylor, London 
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founder and head of the family 
firm, be is not about to apn ir^^ 
for lighting up. 

For a man of evident means, he 
has a modest base of operations: 
a drab modem building in Stel¬ 
lenbosch, an otherwise pretty 
town set among the vineyards of 
South Africa's Western Cape. But 
his empire is global; besides 
ranking among the world's half 
dozen biggest cigarette makers, it 
takes in such upmarket trinkets 
as Cartier watches and Mont- 
blanc pens. 

It is also, in true South African 
fashion, a structural nightmare. 
It consists mainly of two compa¬ 
nies, Rembrandt in South Africa 
and Richemont in Switzerland. 

Rembrandt. South Africa's big¬ 
gest company by asset value, is 
controlled through a pyramid 
structure, with three holding 
companies piled on top of it The 
empire is wildly diverse, taking 
in gold mines, banks, mobile 
phones, pay TV and a great deal 
more. 

Mr Rupert is not about to apol¬ 
ogise for that either. Bear in 
mind, he says, the peculiar condi¬ 
tions faring South African busi¬ 
ness in the apartheid years. 

First there was a rigid system 
of exchange controls, so cash 
generated in South Africa was 
bottled up there. Second, the eco¬ 
nomic incompetence of the old 
Nationalist government ensured 
there was no point in leaving 
money in the hank. 

“Prom the mid-70s, with erro¬ 
neous fiscal and monetary poli¬ 
cies, we suffered years of nega¬ 
tive real interest rates," Mr 
Rupert recalls. “That was com¬ 
bined with double taxation of div¬ 
idends, and very high rates of 
personal tax. So the only way 
companies could serve their 
shareholders was by acquiring 


companies and manaptnp them 
better." 

Granted, he says, the company 
went into some odd areas as a 
result, and not all the invest¬ 
ments were successful “But we 
couldn't grow In cigarettes here; 
we already bad 60-70 per cent of 
the market. We certainly accept 
that we are too widely diversi¬ 
fied. But I think a lot will change 
when foreign exchange controls 
are lifted." 

What about tbe pyramid struc¬ 
ture of bis empire? In tbe US or 
UK, the practice of controlling 
companies through minority 
stakes is nowadays frowned 
upon: especially if, 

as in Rembrandt's case, it is but¬ 


ket Is perhaps too modest; others 
would put it at 85 per cent And it 
is notable that Philip Morris, the 
world’s biggest cigarette maker 
with its Marlboro brand, is not In 
South Africa at all 

“A lot of the criticism about 
monopolies is self-serving," he 
replies. “It's not that difficult to 
enter tbe South African market if 
you have staying power. Two or 
three years ago, Philip Morris's 
unutilised borrowing capacity 
was more than South Africa's 
total foreign debt Does someone 
want to tell me potential foreign 
investors are precluded?” 

One foreign investor who 
seems to think so is Tony 
O’Reilly, head of the US food 


C A lot of the criticism about monopolies 
is self-serving. It’s not that difficult 
to enter the South African market 
if you have staying power 1 


tressed by multiple-voting shares. 

Mr Rupert shrugs this off: 
“When my father started the 
company, the then-controlling 
shareholders gave him a couple 
of weeks to find other sharehold¬ 
ers, because they didn't believe 
he was going to make it. The 
only way in which he could was 
to form pyramids." 

But why is control still so 
important? “Simple. I'd much 
rather go and play golf than work 
for somebody else. I'd rather live 
on my farm. My father would not 
have worked all of his life if he 
hadn’t had control over the com¬ 
pany, and neither would L 

“None of my male antecedents 
has ever worked for the govern¬ 
ment in South Africa, or for 
somebody else. We've been poor. 
My grandfather suffered hard 
times, but he would not work for 
the state," he says. 

Another criticism levelled at 
Rembrandt, as at other big South 
African conglomerates, is that of 
monopoly. Mr Rupert’s estimate 
of a 70 per cent share of the mar¬ 


group Heinz. In his personal 
capacity, Mr O’Reilly owns sev¬ 
eral South African newspapers. 
But has he not complained pub¬ 
licly about the difficulty of-get¬ 
ting into the food 
market? 

“Oh, give me a break. Tony 
made noises, but he’s street 
smart He's a good friend, and 
he's just been my guest here fix- 
three days," says Mr Rupert; 
"But what Mandy Rice Davies 
said is very true: he would say 
that, wouldn’t he.” 

At this point the conversation 
switches to politics. Mr Rupert is 
a very prominent Afr ikaner busi¬ 
nessman, and in Stellenbosch, we 
are deep in the heart of Afrikaner 
territory. There is one obvious 
question: what does Mr Rupert 
think of the black-dominated 
ANC government that came into 
power in 1904? 

“Friendlier than the previous 
group, and certainly more compe¬ 
tent" he replies promptly. “I 
know a lot of my business col¬ 
leagues complain about access. 


I’ve never had a problem. And 
they take note of concerns. Their 
predecessors never did." 

Besides, be says, they run the 
economy better. “They’re fiscally 
far more prudent than their pre¬ 
decessors. Tbe central govern- 
meat tma been really exemplary 
in cutting expenditure." 

What about tbe one topic that 
raises the hackles of white South 
African business - the govern¬ 
ment’s labour laws, particularly 
the proposed mandatory quotas 
for black employees? His answer 
is more cautious, and slightly 
indirect. 

' First, he agrees with the gov¬ 
ernment's argument that the 
political liberation of 1994 was 
only the first step: the next step 
must be economic liberation. But 
as a professed admirer of Mar¬ 
garet Thatcher, tbe former UK 
prime minister, he. is unbending 
in his hostility to one of the most 
powerful forces in black South 
Africa, the trade unions. 

The real problem, he says, con¬ 
cerns the huge proportion of the 
black population who are out of 
work. “I don't believe In the 
socalled golden triangle of gov¬ 
ernment, business and the 
unions. Who looks after the 
unemployed? 

“We don't, because we're there 
to create wealth for society. The 
government, being in bed with 
the trade unions, have their 
hands tied behind their backs. 
The trade unions, representing a 
maximum of 1.8m people, are cer¬ 
tainly not representing the unem¬ 
ployed." 

Take a simple example, he 
says. “Suppose you put an ad out - 
fix- 100 people. There are 2,000 
people lining the streets, and you 
employ them. A month later the 
unions come in. and two months 
later there is a strike. 

“Those people are perfectly 
happy to work at R2.000 a month. 
At that price, you can compete 
against Asian imports. At R3.000 
a month it’s marginal At R&500 
you don't have a business. This is 
not hypothetical It happened to 
a friend of mine in Cape Town. 
It’s going to take time, hut people 
are going to have to understand 
that unions destroy jobs.” 
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ESSENTIAL GUIDE TO JOHANN RUPERT 


Bom into business, he inherited 
control of the R embrandt J 
conglomerate from Ns father Anton, 
who started a dry-deenlng business 
In 1941, moved into Bquor and 
tobacco, and went onto build a 
global cigarette, luxury goods and 
media group. 

There Is no embarras sm ent about 
the dynasty. A large painting of 
Anton with Johann’s son - also 
Anton - dominates Johann's office in 
StaUenbosch. It was In this 
Afrfltaans-speaking town In the 
western Cape that Johann Rupert 
was bom In I960. 


Johann proved as astute and 
competitive as his statesmanlike 
father, and a lot more earthy. A keen 
cricketer and rugby player In hfs 
youth, Johann once said he was not 
too worried about winning but hated 
to lose. After working at Chase 
Manhattan and Lazard Fibres in New 
York in the 1970s, he returned to 
South Africa and founded Rand 
Merchant Bank. 

In 1988, when South African 
businesses were concerned about 
economic sanctions over apartheid 
and the threat of nationalisation from 
a future black government, he 


masterminded the separation of 
Rembrandt’s international Interests 
into the Richemont companies in 
Switzerland and Luxembourg. 

He took Rothman s International 
private two years ago and merged it 
with Rembrandt's southern African 
tobacco Interests. Johann puts hrs 
trust In the value of his brands, 
which include Dun hill and Cartier, 
and - Bke his father - has overseen 
the syowth of a conglomera te with 
consistently strong profits. In the six 
months to September 1997, 
Richemont made operating profits of 
£564m on revenue of E232bn. 



LUCY KELLAWAY 


A mindset out of my orbit 


Inventiveness and craziness are attributes 
with limited application in the wor1<place 


Some colleagues have lost a 
bit of weight, some have 
changed their glasses, cine or 
two have moved jobs. 
Otherwise, there have been 
few changes in the five 
months I have been off work. 
My desk has been shunted 
along a bit in my absence, 
but apart from that it has 
been business as usual ^ 

Yet in the wide world cf 
managemen t there has been 
a slight shift, and I am not 
sure I like it. Waiting oh my 
desk last week was a memo 
from our chief executive 
announcing the company’s 
annual results and 
con g rat ulating us on our 
“inventiveness”, and 
“craziness”. It is always nice 
to be praised, but it is hard 
to recognise the qualities she 
has picked out I do not 
know anyone in the FT who 
I would call crazy, even in 
the US sense. And quite . 
rightly so. Craziness and 
inventiveness do not help if 
you happen to be writing 
corporate news stories - and 
they are a positive 
disadvantage if you happen 
to work in the accounts 
office. 

But craziness and 
creativity are where it’s at 
right now. not just at 
Pearson but at go-ahead 
companies everywhere. The 
business magazines are full 

of it according to the latest 

. issue of Fortune, high-flying 
business school graduates 
are wandering round In 
socks at work, drinking beer 
through their noses and 
taking pets to the office. In 
the March issue of 
Management today there is 
a long article explaining just 
how to manage creative , 
people, : . ' ■ 


Meanwhile, business books 
i are getting crazier too: on 
top of a sizeable pile of 
management books that has 
been growing while I have 
been away is a volume called 
Orbiting the Giant Haxrball 
by Gordon MacKenzie. This 
is a crazy little book written 
by a crazy guy (you can see 
he’s crazy because he is 
pictured barefoot wearing a 
rainbow coloured T-shirt). 

He has worked at Hallmark 
Cards for SO years and his 
formula fix- success is to 
“slip the bounds of 
Corporate Normalcy and rise 
to orbit - to a mode of 
dreaming, daring and doing 
above and beyond tbe 
rubber-stamp confines of the 
administrative mindset.” 

Call me a sad frump, but I 
think the administrative 
mindset has a lot to be said 
for it. Creativity is a small - 
and not necessarily the most 
important - part of what we 
do at work. Breaking the 
mould is all very well-hut 
think what chaos there 
would be if we were all 


I trying to break it all the 
time. In real life, most of us 
get paid to do a particular 
job In a more or less 
prescribed manner. We can 
do it well or badly depending 
on how good we are and on 
how much energy and 
enthusiasm we devote to tbe 
task. Next time our company 
happens to produce good 
results I would prefer the 
chi ef exec to thank us all for 
those un-chic virtues of 
conscientiousness, efficiency 
and effort. 

Talking about mindsets, 
Barclays bank IT staff have 
been doing something 
strange to theirs. Under the 
codename “Renaissance" 
they have been on a five-day 
programme to learn five 
“key skills ": how to learn; 
how to think; how to 
manage your life: how to 
lead you life; and how to live 
your life. Learning to live 
and learning to think sound 
pretty fundamental One 
could say that if you have 
not acquired such key skills 
it is a miracle that you 
managed to get a job at 
Barclays in the first place. 
Yet the programme has 
apparently been a giddy 
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success: designed to change 
the long hours culture, it has 
just been shortlisted for this 
year's Opportunity 2000 
awards. Indeed, on the 
strength of Renaissance, one 
Barclays IT employee has 
allegedly ma na ged to cut his 
working week to 35 from 70 
hours. Td like to know what 
he was doing before. But 
even more Td like to know 
how they taught him how to 
live. Step one: breath in and 
breath out Step two: eat... 


I have been having trouble 
with my non-executive 
director since I described his 
interference in my domestic 
arrangements in my last 
column. Not only does he 
object to being referred to in 
this way, he believes - like 
all non-execs - that his 
advice is right on the button. 
Furthermore, he points out 
that it is the non-executive 
who controls the pay of the 
chief executive; an 
observation that does not 
apply to us. 

He has also tried to get off 
the hook by comparing 
himself to previous 
generations of men. If he is a 
non-executive, he argues, 
then his father was a passive 
institutional investor who 
turned up for a sherry and a 
crisp at the agm. Thus 
comparison is supposed to 
make me feel fortunate. But 
it does not work. Ask most 
real chief executives what 
they feel about powerful 
non-execs and they may well 
say they are a good thing. 
But in private they may 
admit that there was a lot to 
be said for the old system in 
which Investors were 
passive, non-execs were 
golfing chums and the boss 
was simply left to get on 
with it 


LATER THIS ^EK. 

Sow.T weekday 

Management A question Information technology; 
of survival of the largest? Paul Taylor reports from 
three-part series start? CeBit, the Hanover 
gigantism in companjes electronics show, on 
by, John Kay. Further ; attractions including the 

articles will appear over latest palm-held 
the next few days. computers. And Louise 


latest palm-held 
computers. And Louise 


Plus: Professor John Hunt 
offers his advice on 
effective leadership. 
THURSDAY AND FRIDAY 
A selection of management 
and technology articles, 
including Vanessa 
Holder's Worth Watching 
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When the European single currency comes-into effect, one thing I 
is certain: a great deal will change. 

Without the traditional tools of interest rate control andexchange 
rate adjustment, governments will have to change the way they " 
respond to fluctuations in their economies.- 

As a result, we anticipate new thinking on taxation* more 
deregulation in labour markets and greater wage flexibility. 
Throughout Europe, tight restrictions on government deficits 
could also lead to shrinking public sectors and accelerating 
privatisation programmes. 

For companies, the advent of a single currency should finally turn 
the much-vaunted single market into an everyday trading reality. 

Both cross-border investment and trade will become less; risky 



















!t will be easier to compare prices right across Europe. But, as the 
claying field widens and traditional barriers fell, competition will 
nevitably intensify. 

In our view, as companies come to terms with this new 
environment, the recent trend towards mergers and acquisitions 
vill continue apace. Treasury functions will change. Traditional 
ranking relationships will be transformed. A deeper, more liquid 
eorporate bond market will develop. We anticipate that whole new 


inancial instruments will emerge. 


All change for stock exchanges. 

As soon as the new currency is launched, most of Europe’s stock 
. ' ” exchanges are expected to quote shares in Euros. 



Without the traditional currency risks, there will be a much 
greater willingness to Invest outside domestic equity markets. The 
burgeoning share-owning culture in Europe seems likely to gather 
pace as individuals look beyond bonds and conventional bank 
deposits for their accustomed investment returns. 

Throughout Europe, pension fund managers and private investors 
are already starting to change their asset allocation strategies and 
consider new benchmarks accordingly. 

What won’t change. 

Amidst all these fundamental changes, one thing won’t: our 
co mmi tment to help you make the most of them. 

■ Reliable analysis will be critical in the run-up to EMU - and we 
have the largest research team in the world. In Europe alone, we have 
130 analysts monitoring developments on the ground in nineteen 
different countries. With leading shares in the worlds major equity 
markets, we also have unrivalled experience of managing dynamic 
economic conditions on a global basis. 

In short, if anyone can help you handle change of this magnitude, 
its Merrill Lynch. 

We have already made a significant investment in the new 
Europe. From developing practical tools like portfolio rebalancing 
software for Euro-denomi nated securities to our recent merger with 
Mercury Asset Management, one of Europe’s leading investment 
managers, our preparations are well advanced. 

The single currency: 
time to be single-minded. 

Much can - and will - change on the road to EMU. For all our 
intimate local understanding and international perspective, we do 
not have a crystal ball. 

But this much we can see: the paramount need to be prepared. 

Now is the time to assess your new competitors. Consolidate your 
market position. Review your portfolios asset allocation. Make plans 
to restructure your treasury operation. And explore new opportunities 
to raise finance in the new liquid Euro corporate bond market. 

We are already advising our clients on all these issues. 

For them and many others, a year of single-minded commitment 
to dealing with the implications of the single currency now could 
make all the difference in 1999 and beyond. 

The difference is Merrill Lynch. 



Merrill Lynch 


A tradition of trust. 
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INSIDE TRACK 


BUSINESS EDUCATION PUBLISHING 


The textbook 
that took off 
pre-launch 


FFTI 


Victoria Griffith on 

Merton and Bodie’s 

'definitive' 

new volume 

« “Have you seen the 
new Finance text¬ 
book?" The query 
making the rounds of busi¬ 
ness schools these days is 
uttered with such reverence 
that the question might as 
well be: “Have you seen the 
light?” 

Robert Merton, who 
shared last year's Nobel 
prize fur economics, and Zvi 
Bodie, a professor at Boston 
University's business school, 
have penned what is being 
hailed as the definitive book 
in the field of finance. "This 
textbook will change the 
way finance is taught at 
business schools around the 
world," says James Angel, 
professor at Georgetown 
University's school of busi¬ 
ness. The eminent economist 
Paul Samuelson. who taught 
both authors when they 
were students at the Massa¬ 
chusetts Institute of Tech¬ 
nology and wrote the fore¬ 
word to the book, calls it an 
“innovative work that sets a 
new pattern of excellence". 

The enthusiastic reception 
is remarkable because the 
text, Finance, has techni¬ 
cally not even been pub¬ 
lished yet As is common 
practice in the academic 
field, the textbook’s pub¬ 
lisher, Prentice Hall, ban cir¬ 
culated some "preliminary 
editions” to obtain feedback 
for the final version, not out 
for another year. 


Eight business schools. 
Including Harvard, George¬ 
town and Boston university, 
have already included the 
preliminary edition in their 
curriculum. The online book 
sella: Amazon ordered 1,000 
copies of the test version. 

Why all the fuss? Some of 
the attention can be attri¬ 
buted to Prof Merton's 
recent Nobel laurels,.Yet 
that is only a small part of 
the story, say supporters. 
The book, which has been in 
the works for six years, fills 
what many call a yawning 
void in the field. 

Professors Bodie and Mer¬ 
ton, lfka many of their sup¬ 
porters, say finance is taught 
fflogically today. “We've got 
it ass backwards in the class¬ 
rooms,” says Prof Bodie. 
"We look at the tools that 
might be useful at a Wall 
Street corporate finance 
department - like options 
and portfolio diversification 
- and say that’s the field of 
finan ce. It’s not” 

Finance takes a much 
broader look at the disci¬ 
pline. The authors define 
finance as "streams of costs 
and benefits over time, with 
the costs usually coming 
early on and the benefits fur¬ 
ther out and more uncer¬ 
tain.” 

The streams are allocated 
by three "decision-making 
units": households, compa¬ 
nies, and gover nmen t "Most 
finance books would just 
look at companies, and leave 
out households and govern¬ 
ment," says Prof Bodie. 

The book uses examples 
that range from the erudite 






6/WX 


'There'S f\ SzcTio*/ oas wHy 
toc'K* mot ric h 


to the everyday. To illumi¬ 
nate the clearing and set¬ 
tling of payments, for 
instance. Finance tells its 
readers to imagine they are 
taking a trip around the 
world. Taking along suit¬ 
cases of fur and Jewellery 
would be inconvenient, the 
text points out. Illustrating 
an important function of the 

‘This will change 
the way finance 
is taught around 
the world 1 

financial system: to keep 
people from wasting time. 

Similarly, the "law of one 
price”, which says that simi¬ 
lar goods sell for similar 
prices, is applicable to arbi¬ 
trage and currency trading. 
But it's also applicable, Prof 
Bodie points out, to the way 
real estate agents estimate 
the value of a house. 

"They look at what similar 


houses in the neighbourhood 
are selling for,” he explains. 

The authors believe using 
tn cample such as household 
budgeting and accounting at 
the comer shop not only 
make finannp easier to com¬ 
prehend, but also allow 
trends to be anticipated 
more easily. "To understand 
why h anks are on the 
decline and mutual and pen¬ 
sion funds are on the rise, 
you need to look at personal 
finance.” says Prof Bodie. 
"What happens within mil¬ 
lions of individual homes 
heavily influences financial 
markets.” 

For example, many econo¬ 
mists believe the baby boom 
generation's desire to save 
for retirement has caused 
huge flows into mutual 
funds and strengthened the 
bull market in the US. 

Finance as a tool, say the 
book's authors, is used to 
accomplish three things: 
transfer resources, conduct 
transactions, and manage 
risk. Supporters of the new 


. text especially like the way 
it deals with risk manage¬ 
ment. "There are basically 
three things you can do to 
contain risk, as this book 
explains - diversify it, 
insure it and hedge it," says 
Prof Angel. "Other texts 
might have a chapter on 
options that has no relation¬ 
ship to the rest of book. In 
Finance, by the time you get 
to options, you readily 
understand that they can be 
used to insure or hedge your 
risk." 

Because Finance Is a text¬ 
book, full of mathematical 
exercises and formulas, it 
will probably hold little 
appeal for the general- pub¬ 
lic. Yet Prentice Hall and the 
authors see potential for a 
personal finance version 
aimed at a wider audience. 
Referring to nw En glishman 
whose best sellers turned 
black holes and comets into 
dinn er party conversation, 
Prof Bodie says: Td like to 
be the Stephen Hawking of 
the finance world”. 


Asian economic 
crisis hits 
training 

Theebutfv-688f A£an currency 

crisis'is affecting management 
training in afl sorts of seas. For 
example, the Junior EU Asian 
Managers programme (Jem}, 
ran by the European Urton, has 
suffered a dramati c drop, In 
applicants over the past year. 

Jem, now organising its final 
programme, was set up as an 
exchange between managers tn 
soultv-east Asia and Europe. 
Participants spend six weeks 
studying In Europe or Asia and 
then a further six and a half 
months on a placement with a 
local company. 

When complete, the scheme 
will have run for thee years. 

But It hes fallen well short of. 
attracting the Intended 300 
young European managers 
wanting to study In sooth-east 
Asia and 700 south-east Asian 
managers wanting to travel to 
Europe. Only about ISO have 
shown an interest. 

More than 60 per cent of the 
cost of the scheme is paid for. 
by the EU and the rest by the 
participating companies. 

Jem: www 4 emas 0 Bn.org/, 

• Not to be put off by the 
situation In south-east Asia, 


NEWS FROM CAMPUS 


Inseed wBI be holding Rs Asia 
Pacific Bankers Congress In 
Manila later this week. 

The t h roo day conference will 
begbi on March 26 and cover 
topics as diverse as. 
cyberbankingsnd marketing 
strategies.. 


wwwJtiankoncongm&com. 

Pick that 
placement 

This week more than 440 
students from the Kellogg 
school at Northwestern 
university will travel to 21 
countries as far afield as Ghana, 
Costa Rica and Vietnam to do 
consulting work with businesses 
in those countries. ' 

Projects on the agenda 
Include sports marketing in 
Eirope. oentred on the World 
Cup, a study of the 
totecommunk&tions 
Infrastructure In Chile and Pern 
and beverage marketing In 
South Africa. 

Kellogg: US, 847 332 6220 
• At London Business School 
students are already looking for 
summer placements, which they 
wfll begin on Jins 15. During 
the summer they wffl cany out 
projects and will be paid a fee 
by participating companies. 

LBS: www.lbsiac.ufr 


For high fliers 
in Scotland 

The first Advanced Directors'. 
programme, in Scotland wid be 
launched this week, run by the 
Edinburgh-based organisation 
Advanced Management 
Programme in Scotland, which 
was .sat up by Scottish 
companies and public bodies. 

The two-day programme is 
(Erected at executive and 

non-executfve board members 
and for employees who are 
being groomed for a place on 
the board. 

AMP in Scotland: UK. 131 225 


Judge looks 
for faculty 

The Judge institute at 
Cambridge university has 
started a r ec r ui t m ent drive for 
faculty In a response to the 
rapid growth In ttsMBA and 
research programmes. 

The school Is looking for 
three professors - in healthcare 
management, enterprise studies 
and marketing and strategy - 
and a new MBA course director, 
as wed as a dutch of lecturers. 
Judge Institute: UK, (D)J223 
339700 


Monaaflon for News from Campos sboaid be sent to Bela Bradshaw, 

The Financial Times, 0ns Southwark Bridge,'London SE1 9HLTeL 44 171 873 4673 Fax 44 171 873 3950 


THEORIES QUALITY SYSTEMS 




The consumer rules 


ACCREDITATION EUROPEAN UNIFICATION 


Europe counters US stamp of approval 


After years of 
prevarication and dis- 
^^^cord Europe’s busi¬ 
ness schools will today see 
the first fruits of their plans 
to develop a Europe-wide 
accreditation system, which 
will give the quality stamp 
to Europe's top schools. 

Six of the continent's mast 
prestigious schools will 
today be ratified under the 
Equis scheme, devised by 
the EFMD (European Feder¬ 
ation for Management Devel¬ 
opment). the European busi¬ 


ness schools' trade body. 
The scheme was announced 
a year ago and is largely 
Intended to counter the aspi¬ 
rations of rival AACSB, the 
American accreditation body 
which has been flexing its 
muscles in Europe. 

The six schools involved - 
Insead, HEC and ESCP in 
France, London Business 
School in the UK SDA Boo 
coni in Italy and Esade in 
Spain - were chosen from 19 
which volunteered to pio¬ 
neer the scheme. 


Althoug h the six have to 
receive the official seal of 
approval today, there is little 
doubt they will succeed. As 
Bernadette Conrafhs, direc¬ 
tor-general of EFMD, put it 
“The pioneering schools 
have a double role: they 
undergo the process but they 
also help set the bench¬ 
marks.” 

To be approved under 
Equis, which stands for the 
European quality improve¬ 
ment system, is arduous. 
Four accreditors spend three 


days at the school looking at 
degree programmes, execu¬ 
tive courses and research - 
not just the MBA pro¬ 
gramme. TO ensure the par¬ 
ticipants fulfil the require¬ 
ments of Industry as well as 
academia, there is at least 
one business person in the 
accreditation team. 

The other 13 business 
schools already in the pro¬ 
cess, including IMD, in Lau¬ 
sanne, will be assessed this 
year. There will be two fur¬ 
ther meetings of the accredi¬ 


tation council, headed by 
Carlos Cavalle, dean of Iese 
in Barcelona, before the end 
of the year. 

A further 30 schools have 
already expressed an inter' 
est in participating In Equis. 
Ms Conraths say s t ; no US 
schools have asked to be 
considered under the scheme 
although EFMD has already 
beat approached by some in 
Latin America.- Australia 
and south-east Asia. 

Della Bradshaw 


Richard Donkin on 

the US pioneers 
who inspired the 
Japanese boom 

M|nit may be simplistic 
H&af to think of two 
underlying strands of 
management running 
through corporations in the 
20 th century but there do 
seem to be discernible camps 
- those influenced by 
humanistic ideas and those 
wedded to process. 

The quality movement, 
arguably the most influen¬ 
tial post-war management 
Idea, appears to have feet in 
both camps. While the qual¬ 
ity systems pioneered by 
W. Edwards Denting and 
Joseph Juran are process 
driven, they also rely on the 
ability of employees to strive 
towards perfection. 

Both Deming and Juran 
worked during the 1920s at 
what must have been a 
melting pot of management 
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1998 GENEVA 
EXECUTIVE COURSES IN 
FINANCE 

It is vital that today's finance professional keep 
abreast of the latest developments. For the 
past decade ICMB hes built a sofid reputation 
training executives from over MX) institutions 
and 84 countries in the latest risk management 
techniques. A highly renowned International 
faculty assists participants to build sophisticated 
skills which enables them to profit from complex 
challenges In a rapidly changing environment 



GERRY BAKER 

FILE FROM WASHINGTON 


Losers in primary colours 


The first US presidential contest of the new millennium is only 
1,000 days away and the contenders are inoculated by failure 


Frands X. DleboM 


May 18-20 


FORECASTING VOLAmJTY M FINANCIAL MARKETS 

M. MusteJa and S. Neftd May 25 - 29 
MARTINGALE METHODS M FINANCIAL MODELUNG 
AND APPLICATIONS 


Yadrta AR-Sahafia 


June 8-10 


MOORS 


4 Kevin Wilson 

August 17-21 

MODERN SECURITY ANALYSIS FOR PRACTITIONERS 

5 Richard Levich 

August 24 - 28 


AM) FORECASTING 


6 Hashem Fesaran 

Aug. 31 - SepL 4 

FORECASTING TECHNIQUES M FINANCIAL MARKETS 

7 Stephen Schaefer 

September 7-11 1 






ItANAGSENT 


8 Anthony Neuberger 

September 14 -18 

THE USE OF DERIVATIVES IN CORPORATE FMANCE 

AND PORTFOLIO MANAGEMENT 


9 Fiend Stutz 

September 21-25 


v'MCTS- 3. If J. !*|l 


10 

Gradon Ibbotson 

Sept. 28 - Oct. 2 


ADVANCED LARGE CORPORATE CREDIT 


ASSESSMENT 


11 

Mike Staunton 

October 12-16 


EQUITY POTIFOIJO MANAGEHBff 

12 

Philippe Jorion 

GLOBAL ASSET ALLOCATION 

October 19-23 

13 

David Cox 

Novembers -13 




MARKETS 

14 SalhNettd November 16-20 

ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS 


For our detailed brochure, please contact 
Fabienne ScagOola or Beatrice Candotft 

ICMB 

Av. Blanc 48 -1202 Geneva, Switzerland 
Tel: +41-22/73195 55 
Fa« +41-22/73195 75 
htfo-J/helwww.urtigexh/icmb/ 
e-mail icmbOheLunigexh 


Among many other things, 
the launch this weekend of 
the film version of Primary 
Colors, the roman-a-clef 
about a certain 1992 election 
campaign, was a reminder 
that the first US presidential 
contest of the new 
millennium Is only 1,000 

days away. 

With BiD Clinton's legacy 
still highly uncertain, the 
principal contenders for the 
Democratic and Republican 
party nominations are 
already shuttling excitedly 
between Washington, Iowa 
and New Hampshire, the 
latter two locations being 
the familiar sites of the early 
primary contests in 2000 . 

It is clear that the line up 
this time round will be made 
up almost exclusively of 
previously unsuccessful 
candidates. In feet, it is so 
thick with the ranks of the 
defeated that it looks like 
one of those races held in 
certain Olympic sports in 
which the fastest losers face 
off against each other. 

It is, in short, the 
repechage of presidential 
races. 

Consider the principal 
candidates. Vice-president A1 
Gore, well out in front for 
the Democrats’ nomination, 
lost badly in his only 
previous outing for the 
nomination in 1988 - beaten 
by Michael Dukakis, 
architect of a gloriously 
unsuccessful campaign 
against George Bush in the 
election later that year. 
Richard Gephardt, the 
Democrats' leader in the 
Htaise of Representatives, 
and Mr Gore's closest 
challenger, was also beaten 
by Mr Dukakis, even more 
handsomely, in the same 
year. 


Another Democrat who 
may put in an appearance is 
Jesse Jackson, who, in two 
previous attempts, has 
demonstrated to the point of 
destruction that he holds a 
permanent lock on the 
minority vote - and not 
much else. 

On the Republican side, 
things are little better. The 
main contenders include 
Jack Kemp, who lost the 
nomination race heavily in 
1988 to George Bush: Dan 
Quayle, who has never 
contested the nomination 
himself, but who went down 
to heavy defeat as George 
Bush's vice-president in the 
1992 general election; and 
Lamar Alexander, who was 
beaten in 1996 after a 
bewilderingly bad campaign 

to which his only memorable 
contribution was a 
ubiquitous plaid shirt, 
designed to portray him as 
the party's Everyman. 

Even those Republicans 
whose names are mooted as 
strong possible challengers - 
George Bush Jr, the 
governor of Texas, and 
Elizabeth Dole, head of the 
American Red Cross, are 
tainted by a close family 
connection to previous 
losers. Mr Bush is, of course, 
the son of the former 
president and Ms Dole the 
wife of that high priest of 
unsuccessful election 
campaigns. Bob Dole - who 
lost the general election as 
vice-presidential candidate 
in 1976, the Republican 
nomination for president in 
1968, and went down to 
Ignominious defeat in the 
presidential race against Bill 
Clinton In 1996. 

An undisputed bunch of 
losers and near-losers. Does 
it mean any thing ? 


Some argue this roll-call of 
losers is only the latest 
manifestation of the 
dumbing down of the federal 
government In the post-cold 
war era, respect for 
government and leaders in 
the US has declined sharply. 
There is much talk of the 
New Federalism, where the 
figures who dominate 
Washington life matter less 
than the state governors and 
city mayors. Unsurprising, 
some say, that presidential 
elections produce such an 
unexciting crop and leading 
members of Congress retire 
early to their states where 
more interesting politics 
await 

But that is probably 
overdoing it Defenders of 
each of the candidates say 
that to succeed in politics it 
is often necessary to have 
failed at least once. Tbat is 
certainly an adage observed 
to the letter by the 
Republicans. Since 1964, no 
man. with the exception of 
Gerald Ford in unusual 
circumstances, has been 
selected for the party’s 
nomination who had not . 
previously last at least one 
national election. Even 
Ronald Reagan, the 
nonpareil of Republican 
electoral success in the 
modem era, had a big defeat 
behind him. 

For the Democrats, 
though, the picture is rather 
different Three of the 
party’s last four candidates 
fra: president had not run 
(and lost) a national 
ca m paign before. Though it 
is still early days, and there 
Is a chance that, as they did 
in 1976,1988 and im a 
candidate will emerge from 
relative obscurity to capture 
the nomination, it would be 


unwise to bet on it. 

In feet, if, as seems 
probable, tbe 2000 election is 
a battle of the previously 
unsuccessful, what it will 
most likely suggest is that 
American politics - on both 
sides of the political divide - 
are becoming increasingly 
the preserve of party 
insiders. 

The simple reason is the 
name-recognition factor. It Is 
easy to forget how 
unfamiliar the vast majority 
of would-be presidents are to 
the average American voter. 
The personal nature of a 
presidential election, the size 
of tbe US, tbe primary 
system and relatively weak 
partisan loyally, all combine 
to remove tbe political 
compass for most voters. 

The best hope, perhaps 
increasingly the only hope, a 
potential candidate has at 
the outset of campaign, is if 
his or her name is at least 
recognised by enough 
households to generate some 
interest - and more 
importantly, some money 
from wealthy supporters. 

Though it is a hard and 
painful way to get 
recognition, having at least 
one unsuccessful campaign 

behind him is the best 
means for a candidate to 
improve his chances of 
appearing on voters’ radar 
screens. 

There are other ways to 
win the recognition. One 
that Bill Clinton learned in ' 
1992 was notoriety. Within 
weeks of Ms campaign start, 
he was the best-known 
candidate in that lacklustre 
1992 field thanks to 
accusations of extra-marital 
sex, draft dodging, and 
marijuana sm oking . 

While It clearly did 
governor Clinton no harm 
most future presidential 
hopefuls still prefer to take 
the loser route. 


innovation - Western Elec¬ 
tric’s Hawthorne Plant in 
Chicago where Elton Mayo 
carried oat his experiments 
an wor k ing condztions. 

Deming taught the meth¬ 
ods of Walter Shewhart, a 
mathematician who devised 
a statistical control of pro¬ 
cesses, to US engineers in 
the and world war two. 

His work was largely unre¬ 
cognised in his own country 
but in 1960 he was invited on 
a lecture tour talking to Jap¬ 
anese engineers. It had a 
profound effect on Japanese 
manufacturing and helped 
transform its reputation. 

Deming's consumer-driven 
approach to business was 
encapsulated in his 14 paints 
for management which 
stressed continuous 
improvement in production 
and service, building in qual¬ 
ity from first principles, 
improving staff communica¬ 
tions and training. 

But this also involved the 
abandonment of demarca¬ 


tion, coercion of workers, 
management by objectives, 
quotas, product inspection 
and working to lowest ten-. 
der contracts. „ 

Deming afai Juran differed 
in approach but were united 
In thefr basic beliefs. It was 
not until the resurgance of 
Japanese industry began to 
hurt the US in the 1970s that 
the west began to take 
notice. Quality had always 
been attainable but had 
often been sacrificed in mass 
production. A new genera¬ 
tion of Japanese and US 
experts have shown that 
quality can be built Into 
every stage of business, from 
design to customer service. 

Quote: “ The consumer is the 
most important part of the 
production line.” 

W. E. Deming (1900-93). 

Worth reading: Out of the 
Crisis, W. E.’ Deming, Cam¬ 
bridge University Press, 
1988. 


BUSINESS EDUCATION 


InternationaI Executive 
Education at Johns 
University Will Set^oU c^* 
the Right Course 

World renowned for excellence in internS^^teSiw^^’' ' 7 
and economics. The Paul H. Nrtze ‘ r 

Advanced International Studies The 

Johns Hopkins University, located in Washington, D.C. 
offers intensive, short-term open-enrollment and customized 
programs for the global executive. 

The International Management 
Executive Development Program 

Offered in partnership with the Maryland Business School 
at the University of Maryland 

Integrates international economics, emerging market issues 
and regional trends with key management approaches tbat 
reflect tbe dynamic changes in tbe global marketplace. 

Plan now to attend our Jane 1-7,1998 program. 

Customized Executive Seminars 

Conducted on a variety of international topics. Tailored to 
your specific training needs, pro gr ams are flexible in terms 
of length, class 3ize, location and scheduling. 

For more information: S® 

P* JOHNS HOPKINS 

Fax: (202} 653-5656 “■«*■■*«»» 

E-mail: global @maILjh awash.jhu.edu 


To Advertise in 
the Business 
Opportunities 
Section 


Please call Marlon Wedderburn 
on +44 0171 873 4874 
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INSIDE TRACK 



travel update 


Travel agents put accent 
on a new sort of booking 


V you are on first-name terms 
with your travel agent, start 
looking for a new friend. 
A 0 «ncy booking personnel are 
set to follow switchboard 
operators into oblivion thanks 
to the advent of voice 
recognition reservations 

systems. 

Two US travel agencies - 
American Express and Omega 
World Travel - are at an 
advanced stage of developing 
systems that aflow the 
traveSer to make a flight 
inquiry and book a seat 
without human intervention. 

David Pereira, Amex’s 
serVor manager of Inter active 
corporate services, predicts 
that voice recognition, along 
with bookings made through 
personal computers, will be 
commonplace for simple trips 
within three years. 

The main benefit is 
financial. “We are trying to 
eliminate the highly repetit i ve, 
simple transactions that make 
up two-thirds of our 
business," says Mr Pereira. 
Many companies now 
remunerate their agents 
through management fees, 
which can be reduced by 
removing personnel costs. 

Dan Bohan, Omega's chief 
operating officer, claims the 
average cost of an air ticket 
transaction in a New York 
travel agency win fall from $40 
to $12-515. 

Bohan also maintains that 
voice recognition wfli be more 
convenient for travellers and 
wffl not leave them waiting for 
their cads to be answered. 

The Amex and Omega 
systems work sOghtfy 
diff ere n tly. Omega customers 
are interrogated by the 
speaking computer, which 


asks where they wait to fly 
and the day and time. The 
computer then faxes or 
e-mails six possible flghts, 
with six fare options for each. 
Each flight/ticket 
combination is coded and 
passengers call back to 
announce their preferred 
option. Omega's system, 
which will be launched within 
the next two months, can 
book journeys involving up to 
four legs. 

The Amex project, 
provisionally called Travel 
Talk, is around one year from 
fruition. It recognises normal 
speech patterns, so that after 
asking “How can I help you?” 
it responds to a sentence 
such as: “I would tike to travel 
from Chicago to Newark 
tomorrow at 6am. “ 

The system consults its 
database and quotes the 
lowest available fare. Since 
customers submit a Pin 
number to gain access. Travel 
Talk can be made to quote 
fares and ffights that only fall 
within a passenger's 
corporate travel policy. 

Travel Talk also allows the 
passenger to change 
information such as dfetery 
and seat preferences and 
even forecasts the w eaU i er at 
the desti na tion. If ft cannot 
deal with a request, travelers 
efial zero to talk to an agent, 
The system recognises 
eight different American 
accents. As many again would 
be required for the UK, 
making its progress across 
the Atlantic some way off, but 
Omega says It will launch its 
system in the UK one month 
after ns US introduction. 

Amon Cohen 


IN BRIEF 


Airlines extend 
smoking bans 

Smoking will be outlawed on 
dozens more flights during the 
next fortnight British Airways, 
most of whose flights are 
smoke-free already, will extend 
its ben to ad services from 
March 29. On the same date 
Lufthansa win do the same, 
while the whiff of G Hanes is to 
disappear from Air France 
ffights across the north Atlantic. 
On other long-haul routes, Air 
France will continue to provide 
special areas for smokers. 
Meanwhile, from April 1 Kenya 
Airways, which already forbids 
smoking on Its domestic and 
regional services under three 
hours, will extend the ban 
across its network and Royal 
Brunei will introduce a ban on 
ail but its BruneFOsaka route. 

Loosen up at 
that conference 

Do you doze off at 
conferences? Inter-Continental 
Hotels has come up with an 
antidote. Instead of a. black 
coffee break, it will arrange 10 
fitness sessions under the 
supervision of trainers. At the 
group’s Jakarta hotel, for 
example, delegates can loosen 
up with a massage and 
aerobics. In Miami, they can opt 
for body stretching, although 
the resolutely sedentary may 
prefer one of the Florida hotel's 
10-minute mlnHectures. 

Manchester air 
route challenge 

Fresh competition comes to the 
UK’s London-Manchester route 
on Sunday when British Midland 
takes on British Airways with 
eight flights a day from 
Heathrow and dedicated 
business-class cabins. Economy 
fares on the new service will 
start at £59 return. Cheapest 
business class round trip will be 
£178. 

Dubai terminal 
set to open 

A new terminal designed to 
handle ZSm passengers a year 
Is sdhediied to open at Dubai 
Airport next month. The 
development is part of a $540m 
(E324m) programme, which 


includes an expansion of the 
existing terminal. The number of 
check-in desks there will 
Increase from 42 to 213, and 
there will be more passport 
counters - with fast-track lanes 
for VIP or first-class travellers. 
Premium fare passengers with 
locafly based airline Emirates 
wfll have an exclusive check-in 
area. 

Polishing up the 
hotel reception 

Tokyo's Royal Park Hotel has 
set up a check-in desk 
exclusively for women business 
travellers. It will be staffed by 
receptionists primed with 
information about suitable 
places to eat and enterta inm ent 
in the city. The move » part of 
a marketing drive that Includes 
the provision of cosmetics and 
nail polish remover in rooms. 
The hotel, part of the Summit 
International chain, is dose 
to the stock exchange and 
the airport shuttle bus terminal. 

New-look Qantas 
cabin takes off 



This week Qantas Is unveJUng 
its new-look first-class cabin, 
although travellers wont be 
able to sample it until June 18, 
writes GIB Upton. Qantas has 
emulated and arguably 
improved partner British 
Airways' fuHy redineabte, 
Individual “booths" by reducing 
the partition between seats and 
taking out two seats to make 
for a more spacious feel to the 
14-seat cabin. Qantas will also 
start fitting new seats 
for business and economy 
In June. 


Roger Bray 
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BUSINESS TRAVEL HEALTH 


Beware 

flow on 

Fairol Kahn on the 

chances of getting a 
mid-air blood clot 

Air travel lias been 
m \-‘k shown for the first 
k 3 ttme to be a signifi¬ 
cant factor in causing blood 
clots by a recent study at a 
Honolulu hospital. 

Undertaken by Dr Alicia 
Mercer and Dr Joel Brown, 
the study has demonstrated 
that about 50 per cent of 
patients with the condition 
travelled by air within 31 
days before their symptoms 
developed. All had flown 
non-stop for four boors or 
more and 38 per cent bad no 
predisposition to this condi¬ 
tion. Such clotting, known 
as deep vein thrombosis 
(DVT), can occur to anyone 
of any age car sex. 

In the UK, there are an 
estimated 90,000 cases of 
DVT a year, according to 
European Union figures, and 
about 34,000 deaths when the 
clot breaks free and lodges 
in the lungs. This is the 
cause of about 20 per cent of 
sudden deaths, according to 
Dr Ferrari at the Hos¬ 
pital Pasteur in Nice, who 
also conducted research into 


of low 

aircraft 


the condition. DVT can also 
occur in passengers travel¬ 
ling on other farms of trans¬ 
port when journeys are pro¬ 
longed or seating conditions 
cranqied. A seated person’s 
circulation is cut by 50 per 
cent after only a tew hours 
and the blood pools to farm 
swollen feet and ankles. 

However, impaired circula¬ 
tion alone is not enough to 
produce the condition. Other 
factors include dehydration, 
ftff Krt g fatty meals, ■annWng , 
varicose veins and surgery 
within the previous three 

Tnrmtfriq 

The onset of blood clot 
symptoms - which include 
pain, swelling, redness and 
sometimes a fever - in the 
US study occurred on aver¬ 
age a fortnight after the 
flight. But some people had 
signs during the travel and 
others a month later. 

The most dramatic inci¬ 
dents that occurred inflight 
happened to frequent flyers 
who had taken sleeping tab¬ 
lets and slept for hours in a 
cramped position. Two cases 
involved mid die-aged men, 
one of whom might have 
died had it not been for a 
defibrillator on boartL 

Roger Hunt, a 55-year-old 



Long stretch: The more room | 


marketing director from an 
asset management company, 
flies regularly to the US and 
Australasia. He collapsed on 
the way to the lavatory on a 
flight between Singapore 

1 JunHnn . 

A doctor on the flight said 
Mr Hunt had no history of 


I have, the less danger of a 


cardiac or respiratory prob¬ 
lems and was not under any 
medication and had no aller¬ 
gies. However, he had taken 
a couple of sleeping tablets. 

It was later discovered be 
had suffered multiple blood 
clots in his lungs. The first 
24 hours of the condition are 


critical, as the death rate is 
50 per cent. Mr Hunt consid¬ 
ers himself lucky to be alive. 

Robin Little wood, a com¬ 
pany secretary of Fletcher 
Challenge, the resources 
group, was involved in 
another emergency and 
almost died. His heartbeat 


RISK FACTORS 

for deep vein thrombosis: 
o Smoking 
o Varicose Veins 
o Family History of DVT 
o Recent surgery 
o Past injury especially to 
abdomen, peMs or legs 

o Cancer 
o Immobility 

o Use of oral contraceptives 
o Obesity 
o Pregnancy 

Sources: Annals of Internal 
Medicine and American 
Journal of Surgery 


PREVENTIVE MEASURES 

1. Avoid taking sleeping tablets. If you do, ensure you do not 
fad asleep in a cramped position. 

2- Keep your feet on the leg rest at its highest elevation. 

3. Take aspirin. It thins blood. 

4. ProfHght, moderate exercise, such as brisk walking tor 20-30 
minutes to the airport prior to departure. This exerts a 
protective influence on the circulation and decreases the 
tendency ot the blood to dot lor several hows. Inflight, move 
your feet up and down to simulate walking. Exercise as much 
as you can In the able. 

5. Passengers with varicose veins should wear elastic or 
support stockings. 

8, Drink at least one glass of water an hour. 

7. TaB passengers should try to ensure ttiey have bulkhead or 
male seats. 


stopped twice, but fortu¬ 
nately the Qantas flight he 
was cm carried a defibrilla¬ 
tor. Mr Littlewood believes 
that airlines should warn 
frequent flyers of the DVT 
hazard. 

Airline pilots are informed 
of the risk of DVT and pre¬ 
ventive measures. The Aero¬ 
space Medical Association 
also advises against using 
sleeping pills on flights. 

Dr Ferrari said the risk of 
blood clots in travellers is 
three times greater than that 
among non-travellers. People 
particularly at risk Include 
those with a family history 
of DVT. women taking oral 
contraceptives, passengers 
taking sleeping pills Inflight 
anti people with leg injuries. 

The author is the director of 
the Aviation Health Institute, 
S King Edward St, Oxford 
OX1 4HL. 
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INSIDE TRACK 


TECHNOLOGY TYRES 


Tyremakers on move 
with latest models 


Flexibility is the key to 
success for big producers, 
writes John Griffiths 

[ They are playing a new game in 
the world tyre industry - 
1 “What's my codename?” At 
Goodyear in the US. it la Impact, while 
Italy’s Pirelli has Flexi and MJchelin of 
France, with characteristic coyness, 
has C3M. 

It is a sign that the world's big tyre- 
makers are on the move. As their cus¬ 
tomers in the motor Industry develop 
an ever-wider variety of models, the 
tyre industry is having to respond with 
new production methods, tyre technol¬ 
ogies and ways of thinking. 

Tyremakers believe it is essential to 
match the trend towards fragmentation 
in new car markets, and that mannw 
greater manufacturing flexibility in the 
tyre factories. The codenames mar k the 
rival tyremakers 1 differing responses, 
which have been developed In consider¬ 
able secrecy over the past few years. 

“After a long period in which produc¬ 
tion methods have been relatively sta¬ 
ble, now there are new systems on the 


way for the whole industry,” says Gio¬ 
vanni Ferrario, Pirelli Tyres’ general 
manager. “The Gist innovations have 
been defined and now everybody is fol¬ 
lowing and identifying new methods.” 

Recently Goodyear announced that it 
is to introduce impact, new production 
processes that would Increase pro¬ 
ductivity by 135 per cent, halve the 
number of tyre manufBctuiing steps, 
reduce direct labour by 36 per cent and 
materials by 15 per cent Its annonnce- 
ment followed the Installation by 
Michalln at several plants of C3M, a 
radical change in process technology 
that requires only one-tenth the space 
of a conventional tyre production 
plant. 

Pirelli has been getting in on the act 
too. Some months ago it introduced a 
process called Flexi at its Breuberg 
plant in Germany. The new approach 
can produce large, high-performance 
car tyres - which can sell for $800{)lus 
each - in batches as small as 100. The 
Fieri system is already producing 1,000 
tyres a day. 

Now the Italian company is going 
further. It is in the advanced stage of 
developing a highly flexible, automated 



Gripping stuff: The new techniques in tyromaking win more than double productivity 


GREEN CONTENT 


tyre manufacturing system that will 
start to came on stream later this year. 
Executives say the system - yet to 
receive a codename - will pnt the 
group on level terms with the new 
technology being introduced by Miche- 
lin and Goodyear. 

The technology has been developed 
mainly at Pirelli's Milan research cen¬ 
tre. It is designed to slash production 
times and costs across much of the 
group's mainstream tyre ranges, while 
greatly reducing the minimum batch 
size, which can be produced viably to 
just a few hundred According to Mr 
Ferrario. the company will be able to 
take $200m (£i20m) out of costs this 
year and next, although he does not 
say how much of this will be accounted 
for by the new process. 

Pirelli's management refuses to dis¬ 
cuss details of the new system, but it is 
understood to differ considerably from 
the process introduced at Breuberg. 
“Fieri has given us a start at the high- 
performance end; now we are defining 
solutions for the lower end that will 
give us the necessary flexibility and 
lower costs," says Mr Ferrario. “The 
results will be evident before the end of 
this year.” 

The new systems and processes 
promise to give the French, Italian and 
US groups a big competitive advantage, 
imiftgg other tyremakers ran demon¬ 
strate similar productivity and cost 
improvements. Bridgestone of Japan 
and Continental of Germany are 
known to be working on new produc¬ 
tion technologies, although few details 
have emerged. 

“Michelin and Goodyear have done a 
very good job; but I believe all the 
major tyre companies, not just Pirelli, 
are identifying new systems,” says Mr 
Ferrario. 

Pirelli, like its larger rivals Michelin 
and Goodyear, expects to introduce its 
own new system gradually because of 
the need to amortise investment in 
conventional systems. “I don't think 
we will be at a big disadvantage - 
although I understand that we now 
have to speed up to show that we have 
our own answer to these rival 
systems,” he says. 

With a turnover in tyres of $&3bn 
last year, Pirelli is the world's flfth- 
biggest tyremaker, behind Goodyear, 
Bridgestone and Mi chelin - each with 
sales of $12bn-plus - and Continental, 
with annual sales of more than $5hn. 


Carbon copies that 
get a grip on energy 


Silica content in tyres helps 
reduce fuel consumption 

Over recent years tyremakers 
1 have introduced "green", or low 
I rolling resistance, tyres by 
replacing much of the carbon black 
with silica. 

Carmakers like a high silica content 
because it helps reduce fuel consump¬ 
tion. writes John Griffiths. But grip, 
handling performance and wear are 
compromised by the relative absence of 
carbon black, one of the traditional 
materials used in tyres. 

Pirelli has now come up with a new 
formulation of polymers that has 
allowed the silica and carbon black to 
work harmoniously together within the 
tread compound. 

It is being used in what Pirelli calls 
its first “world” energy-saving tyre, the 
P3000 range, which was launched in 
B razil earlier thin month. 

Covering the strategic T speed rat¬ 
ing segment - up to 190km per hour - 


which accounts for 65 per cent of total 
world car tyre demand, they are to be 
produced in Italy, Spain, the UK. Tur¬ 
key, Brazil and Argentina. Combined 
output is planned to reach 6m a year, 
with sales destined for 60 countries. 
Marco Tronchetti Provera, Pirelli's 
chairman and chief executive, says the 
new tyre demonstrates the group’s abil¬ 
ity to remain competitive even outride 
the high-performance sector tn which it 

is best known. 

The Pirelli launch follows hard on 
the heels of Michelin's development of 
a silica/carbon black “hybrid” com¬ 
pound for a new range of flagship Pilot 
Sport high-performance tyres. 

Michelin. Europe's market leader, 
has introduced several other innova¬ 
tions in the tyres, including light¬ 
weight high-strength steels for bracing. 
The under-tread compound uses carbon 
black to increase the stiffness of the 
tread area, with the tread compound 
combining silica and carbon black for 
good wet grip and dry handling. 




MANAGEMENT RECRUITING NEW TALENT 


When the boss is chief scout 


Finding the best is an urgent priority for 
US executives, says Victoria Griffith 


is 


Treading carefully: Tomorrow's tyre, 
a sSca/carbcn Mack compound 


Steve Jobs of Apple 
Computer says it has 
taken him half hi*! 

life to fully realise the value 
of talented people. “I used to 
think a good person was 
worth two mediocre work¬ 
ers,” he said in a recent 
speech. “Now, I think a good 
person is worth 50 mediocre 
workers." 

Superbly talented and 
hard-working individuals 
will not screw computer 
boards together faster than 
50 others. But they may be 
50 times more likely to have 
a brilliant idea that pushes 
the organisation forward, 
and that is probably what 
Mr Jobs is talking about. 
Because of Apple's need for 
idea-generators, he says he 
spends about a quarter of his 

time reuniting. 

As head talent scoot, he is 
joined by many others in 
corporate America. A1 Zeien, 
chief executive of the con¬ 
sumer products group Gil¬ 
lette, says 40 per cent of his 
time is directed at finding 
the best people within and 
outside the company. Mike 
Ruettgers, chief executive of 
the computer group EMC, 
estimates his job is 30 per 
cent recruiting. 

Nigel Morris and Richard 
Fair bank, co-founders of 
Capital One, a big credit 
card Issuer, conducted 2,000 
interviews last year. In the 
end, they made only 30 job 
offers. “It seems like a lot of 
effort for just a few good 
people,” says Mr Morris, 
“but it’s worth it.” 

Other companies, includ¬ 
ing the food group General 
Mills, Citibank, and the 
energy corporation Enron, 
say their senior executives 
participate directly in the 
recruiting process, conduct¬ 
ing some of the interviews 
themselves. The involve¬ 
ment of corporate top guns 
has become so prevalent 
that MBA candidates at the 
elite schools now expect to 
meet senior level managers 
on campus. 

“Companies can’t afford 
that disconnection between 
talking about how important 


it is to bring in talent and 
not following through by 
getting high-ups at the com¬ 
pany involved,” says 
Andrew Adams, director of 
career development at the 
prestigious business school 
Wharton. 

The tight labour market in 
the US is making the need 
for talent scouting more 
pressing. “Many companies 
in the US have moved away 
from a hierarchical, process- 
oriented workplace to one 
that values creativity and 


name alone is no longer suf¬ 
ficient to attract attention. 
General Mills says the com¬ 
pany could once fill auditori¬ 
ums with students eager for 
a job simply by putting up a 
poster. That is no longer the 
case. “It has become incredi¬ 
bly competitive,” says Ken 
Powell, president of General 
Mills' cereal division, who 
personally conducts inter¬ 
views with Harvard stu¬ 
dents. “We send huge boxes 
of free products to people 
we’re interested in talking 
to, just to catch their eye.” 

Participation in the hiring 
process does not always 


( Many companies in the US have 
moved away from a hierarchical, 
process-oriented workplace to one 
that values creativity and initiative’ 


initiative,” says Steven 
Johansson, director of career 
services at Cornell's busi¬ 
ness school “Managers have 
said getting good people is 
strategic, and more of them 
are actually acting like it's 
strategic.” 

Making executives avail¬ 
able during the courtship 
sends the message that 
senior managers will‘be 
more accessible after the 
marriage. If they can talk to 
top managers before they 
are hired, many recruits rea¬ 
son, they will have an easier 
time winning attention once 
they are part of the com¬ 
pany. Senior managers, 
moreover, can often convey 
the corporation’s vision to 
potential employees more 
effectively than anyone else 
In the organisation. 

The growing number of 
young, dynamic companies - 
particularly in the high- 
technology arena - has 
raised the stakes. The found¬ 
ers of start-ups usually hand¬ 
pick their workers, particu¬ 
larly in the early years. They 
have become fixtures at the 
career offices of elite schools 
around the country, and per¬ 
haps have accustomed stu¬ 
dents to thp idea Of dtailing 
with an organisation’s top 
leveL 

Big companies say their 


mean conducting formal 
interviews. Mr Ruettgers of 
EMC says he scouts out tal¬ 
ent in many places: at char¬ 
ity functions, conferences 
and other events. “I’m 
always on the look-out for 
good people, and 80 are most 
of the other computer com¬ 
pany CEOs," be says. 

Senior managers say they 
often have a different 
agenda in the hiring process 
than other staff. Dean Hum¬ 


phrey, head of Enron's ECT 
division, complains that 
human relations divisions 
too often look for people to 
fill specific job openings. Mr 
Humphrey says he searches 
for talent, then finds a posi¬ 
tion to suit the person. “You 
need to he at a certain level 
in the company to bave the 
self-confidence, and the 
power, to do that," he says. 

Dwight Gertz. president of 
the Massachusetts-based 
c on sulting group Symmetrix, 
says he has seen human 
relations people bungle 
recruiting too many times to 
entrust hiring to mid-level 
managers. “I saw one compa¬ 
ny’s presentation to MBA 
students that made taking a 
job there look like a 
year-round picnic.” he says. 
“AH the slide pictures 
showed people at company 
parties, retreats, or after- 
hours socialising. Was this 
really the message the 
senior executives wanted to 
send? I don't think so ” 

Upper-tier Involvement in 
recruiting is even more cru¬ 
cial, says Mr Gertz. if man¬ 
agers are trying to effect 
change: “Even if your work¬ 
ers embrace a new vision, 
it's hard for them to trans¬ 
late that into recruiting. 
Leave it tip to the lower lev¬ 
els and you'll likely get more 
of the same.” 



TIM JACKSON 

ON THE WEB 


IdeaLab answers an entrepreneur’s prayer 


A specialist in ‘incubating’ company start-ups on the web 
meets an increasing need as the internet develops 


Which is the biggest 
challenge In starting up an 
internet company: strategy, 
mar ketin g or finance? 

After six months' 
experience of working with a 
start-up. I conclude that the 
answer is none of the above. 
Instead, the biggest 
challenge comes from the 
small things. Renting office 
space, getting an accounting 
system in place, hiring office 
staff - even something so 
simple as opening an 
account to process credit 
cards. These jobs, which 
ought to be minor Issues, 
may easily take up an 
alarming proportion of an 
entrepreneur’s time. 

That is why the human 
infrastructure of Silicon 
Valley provides such a 
hospitable breeding ground 
for start-ups. Nearly every 
service a small company 
needs is available on a 
short-term, outsourced basis. 
If you are the right person 
with the right idea, you can 
walk Into a venture 
capitalist's office and come 


out a few weeks later with 
enough money to pay other 
people to deal with the 
minor headaches. This 
means that you — and the 
team the venture capital has 
helped you put together - 
can concentrate on the 
important headaches. 

Outside Silicon Valley, 
however, what Is an internet 
entrepreneur to do? One 
answer is to go to a 
company such as IdeaLab 
(wtoa.idealab.com), which 
specialises in “Incubating” 
Web start-ups. IdeaLab’s 
founder is Bill Gross, a serial 
entrepreneur whose career 
began in school when he 
resold wholesale sweets to 
his classmates, and 
triumphed when he was 
barely 30 with the building 
of a $100m (£60m) CD-Rom 
business called Knowledge 
Adventure. 

IdeaLab's model combines 
venture capital, ojut-sourdng 
an d in-house management 
consultancy. When an 
aspiring entrepreneur comes 
to him with an idea. Mr 


Gross makes a modest seed 
investment (say $250,000 for 
a 49 per cent stake). This 
provides the business with 
services that include legal 
and professional help, a 
tanm of programmers and 
graphic designers, and often 
office space In the IdeaLab 
building at Pasadena, in 
suburban Los Angeles. 


with Toys R Us by selling 
toys mail-order across the 
US; and IdeaMarket, selling 
newspaper articles and other 
information on a per-item 
basis for a few dollars a 
time. 

IdeaLab's most successful 
venture to date is 
CitySearch, a localised 
listings service that spawned 
a competing offering from 
Microsoft. Its latest bet Is 
also a search product - this 
time a simple search en gine 


With at least six projects prominent 
players in the new web economy, 

Mr Gross can claim a hit rate higher 
than the average unaided start-up 


Mr Gross calls it “start-up 
In a box”. The number of 
companies in the stable is 
fast approaching 30. 

Three of IdeaLab’s 
companies have already 
been covered here: 
WeddingChannel, which 
provides an online wedding 

registry, information for 
prospect i ve brides and 
grooms, and chat groups for 
guests; E-Toys, competing 


called GoTo.com, where the 
order in which results come 
up is dictated by how much 
the websites that appear In 
the listings choose to pay. 

Mr Gross has claimed in 
US magazine interviews that 
most of the ideas for IdeaLab 
companies have been his 
own. But he is wise enough 
to limit himself to a minority 
stake, so that the people 

r unning each of the horses 


in his stable feel a full 
sense of ownership and 
responsibility. 

Given the developme n t of 
the Internet, It would be 
asking too much to expect 
IdeaLab projects to be 
making money yet But with 
at least half a dozen projects 
now prominent players in 
the new web economy, Mr 
Gross can already claim a 
hit rate hi ghw than tha 
average unaided start-up or 
than the average seed fund. 

What is odd about IdeaLab 
Is the fact that its situation 
in the wen-served Los 
Angeles area puts it only a 
few hours' drive from Silicon 
Valley. The usefulness of 
services such as this one 
probably increases 
exponentially the further 
you get from Palo Alto. 
Places where IdeaLab is 
most acutely needed are . 
London, Hong Kong and 
Bangalore. 

So why are there no clones 
Of the idea further afield? 
Probably because putting 
together such an incubating 
system is harder than it 
looks. To add real value; as 
opposed to merely giving the 
appearance of adding value. 


IdeaLab has to have 
far-reaching connections 
with potential partners and 
sources of funds. 

It also has to have a team 
of crack programmers and 
designers in place to help 
the emerging entrepreneurs. 
The start-up-in-a-box service 
is harder to provide In 
regulated markets and 
across more than one 
jurisdiction. 

That is not to say that 
International expansion is 
impossible. It Is simply that 
a successful foreign clone of 
IdeaLab would require 
money, connections, 
top-flight technical people 
and advisers, and bags of 
entrepreneurial drive. 

This combination of assets 
is not impossible to put 
together. But entrepreneurs 
considering taking a leaf out 
of Mr Gross's book should 
aeir themselves a tough 
question. Instead of starting 
a business whose job is to 
start bnsinffises, would they 
perhaps have more fun - 
and rewards - by starting an 
internet business directly on 
their own? 
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THE EYRE REPORT 


Last chance 
saloon for 
London opera 


Andrew Clark weighs 
up the options for 
Sir Richard 

After The Judos Kiss , now comes 
the poisoned chalice. Having 
steered David Hare's play to its 
stage premiere last week, Sir ; 
Richard Eyre today starts finalis¬ 
ing his review of opera and ballet 
provision in London. As a former 
head of the National Theatre, Sir 
Richard is adept at switching 
from practical stagecraft to politi¬ 
cal manoeuvre. But plotting a 
course around the dinosaurs of 
London’s lyric theatre will test 
his skills to the full 

Over the next fortnight. Sir 
Richard will conclude a lengthy 
process of canvassing opinion 
from 450 key figures in music, 
opera and ballet On April 4, he 
will meet members of his panel - 
four from the Arts Council, two 
from the department of culture, 

The crisis... is not 
artistic but a crisis 
of political and 
social confidence 
in opera 1 

plus Mark Elder, Graham Vick, 
Colin Nears and a handful of 
other respected arts figures - far 
a brainstorming weekend. Sir 
Richard will then have three 
weeks to write his report, before 
submitting it to UK culture secre¬ 
tary Chris Smith on May L 

When the panel was formed in 
November, it included represen¬ 
tatives of the three companies at 
the centre of the crisis - the 
Royal Opera, the Royal Ballet 
and English National Opera. Sir 
Richard soon realised their pres¬ 
ence would hinder a frank discus¬ 
sion of what was wrong and how 
to put it right That is why Mary 
Allen, chief executive of the 
Royal Opera House, and Paul 
Daniel, music director of ENO. 
are no longer part of the review. 

“Eyre has an amazing ‘third 
eye’ on what happens," says one 
member of the panel. “Having 
gathered opinions from informed 
people at home and abroad, and 
interpreted thgm his own way. 
he’s in a position to produce one 
of the most important documents 
far the future of the art form.” 

The cynics are not so sure. 
Thanks to high ticket-prices and 



financial mismanagement at 
Covent Garden, opera has 
became a political hot potato - 
too hot for Tony Blair’s govern¬ 
ment to handle. That is why the 
Eyre review was set up in the 
first place. “The crisis... is not 
artistic but a crisis of political 
and social confidence in opera,*' 
argues Peter Jonas, former ENO 
general director and now inten- 
dant of the Bavarian State Opera. 
Writing in Opera magazine, 
Jonas says “money is not the 
problem any more than it ever 
was, and... cannot be in a coun¬ 
try where £758m is to be spent on 
Mandelson's Dome.” 

Nevertheless, money for opera 
is a problem for a government 
which equates culture with the 
“creative industries” of film , 
video, design, rock and pop. This 
leaves Eyre with a choice. He 
could acknowledge New Labour’s 
discomfort with the arts, stick 
within the parameters of what is 
politically acceptable, and advo¬ 
cate a slimmed-down Royal 
Opera House, with greater 
emphasis on community work, 
education and touring - periph¬ 
eral activities which cost the tax¬ 
payer nothing extra. If he does 
this, he risks the collapse of the 
infrastructure for opera and bal¬ 
let which was developed in the 
UK from the 1950s to the 1970s. 

Alternatively, Sir Richard can 
Stic* his neck out and state in 
the clearest possible terms that 

■ Opera and ballet are an 
important part erf the UK’s per¬ 
forming arts tradition, and need 
to be better understood and nur¬ 
tured. 

■ The problems in London 
are symptomatic of a wider crisis 
throughout the country, brought 
an by the failure of successive 
governments to maintain previ¬ 
ous levels of arts subsidy. 

■ The London problem is 
primarily a Royal Opera House 
problem, caused by flawed man¬ 
agement and a pricing policy 
which encourages an atmosphere 
of social exclusivity. 

■ The only way to improve 
access to the ROH is to increase 
its subsidy, subject to strict 
guidelines on re-structuring, 
ticket prices and marketing 
schemes to widen the audience- 
range. 

■ Audiences identify a com¬ 
pany with its home, and the 
ENO’s tradition of English-lan¬ 
guage opera, performed by its 
own ensemble, is best served at 
the Coliseum. 
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Talk of privatising the ROH - a 
mantra of Gerald Kaufman, 
chairman of the parliamentary 
select committee on culture - is 
little more than mischief. It 
would institutionalise a system 
whereby access is governed by an 
individual’s buying power - the 
very type of elitism New Labour 
is seeking to destroy. A priva¬ 
tised ROH would remove from 
public contrail the fatalities which 
£78m of lottery money helped to 
provide. And to be successful, it 
would require a more fundamen¬ 
tal review of taxation than set¬ 
ting up a few incentives for busi¬ 
ness sponsors. 

The question of funding is cen¬ 
tral to the Eyre review. If opera 
houses are to be supported by the 
state, they need to be funded at a 
level that makes the highest 
quality of performance accessible 
to the majority of people who 
want to go. Putting this into 
effect at the ROH depends not 
just on lowering seat prices and 
increasing broadcasts; it 
demands a change of culture. 

Taking into account the disas¬ 
trous impact of board interfer¬ 
ence over the past decade, Eyre 
should make clear that the 
board's role is non-executive and 
limited to fund-raising. He should 


insist that Mary Allen be 
replaced by a properly experi¬ 
enced general director, with full 
executive authority for adminis¬ 
tration and programming. And 
by calling for the dissolution of 
the opera and ballet boards, and 
the designation of a ballet direc¬ 
tor beneath the general director 
(as at the Bastille in Paris), Eyre 
would offer the ROH greater 
artistic focus, ending the con¬ 
stant battle over who gets prior¬ 
ity. 


with a particular ensemble. That 
is what the “spheres of influ¬ 
ence" policy for regional compa¬ 
nies is all about If you send the 
Royal Opera to the regions, do 
you patronise them with a' 
watered-down version of the real 
thing? If you offer thpm the real 
thing, how will it be financed and 
what impact will it have on less 
glamorous companies? 

To suggest that regional audi¬ 
ences would be happy with 
slimmed-down productions is a 


‘Opera and ballet are an important part of 
the UK’s performing arts tradition, and need 
to be better understood and nurtured’ 


Eyre should make clear that 
the only practical alternative to 
hi gh itt funding is a conti n ental 
stagione of nine or 10 productions 
per season - with the caveat that 
it would still involve high fixed 
costs and high seat-prices, while 
offering a pom- return on money 
invested in the building. 

On the question of touring, 
Eyre can point to hard evidence 
that it costs more than staying at 
home, and that although audi¬ 
ences are not finite, they are best 
developed through relationships 


very London-centred view. There 
is a case for the occasional tour¬ 
ing production on the lines of the 
Royal Opera’s recent Paul Ban¬ 
yan, just as there is a case for 
small-scale performances in Lon¬ 
don, in a theatre suitable for 
baroque or experimental reper¬ 
toire. But if this means diverting 
resources from the central reper¬ 
toire, you can forget it. Eyre 
should underline that the core 
function of an international 
opera house is to present main¬ 
stream repertoire in high-quality 
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Bully for 
Boulez 
and Bach 

MUSIC 

DAVID BmRRAY 

London Syrapbooy Orchestra 
Londoc Pfti ha nnoct c Orchestra 


productions - which costs a lot of 
money. 

New work is vital - in the right 
context That is where ENO’s 
contemporary opera studio comes 
into play. Eyre should praise 
ENO as a hard-working, commu¬ 
nity-orientated company, with a 
balanced repertoire, a mixed 
audience and a variety of pro¬ 
grammes aimed at breaking 
down public perceptions of opera 
as socially and intellectually 
exclusive. 

Finally. Eyre should squash 
the idea of a dedicated dance 
bouse. The problems of ballet 
repertoire, with a public hooked 
on three-act classics, are even 
greater than in opera. The Royal 
Ballet has a purpose-built home 
in Birmingham; the Coliseum 
continue to serve as a receiving 
house in the Christmas and s um - 
mer breaks. 

In his letter to Eyre last 
November, Chris Smith referred 
to the ROH redevelopment as “a 
unique chance to look to the lon¬ 
ger-term. and secure the future of 
all three companies at a time 

when fundamental change is_ 

inevitable.” Whether the political 
will exists to implement Eyre’s 
recommendations remains to be 
seen. 


Pierre Boulez is in London to 
celebrate Elliott Carter's 90th 
year, and the Barbican was 
packed out last week for bis 
colourful and virtuosic 
programme with the London 
Symphony Orchestra: Carter's 
Three Occasions for Orchestra, 
played with persuasive clarity 
and feeling; the “Celebration of 
Some 100 x 150 Notes* bubbled 
brilliantly, and in 
“Remembrance” the elegiac solo 
trombone was eloquent. 

The third Occasion, 
“Anniversary”, a probing, 
heartfelt duet for orchestral 
voices, reminded me of 
middle-period Skryabin, who 
fascinated Carter. In spirit, 
however, the whole set of 
Occasions mateheB Carter's early 
mentor Charles Ives’s Three 
Places in New England rather too 
closely; I wonder whether he’s 
noticed? 

In Stravinsky's violin 
concerto, Boulez drew almost as 
much sizzle and buzz from the 
orchestra as Maxim Vengerov 
generated in the solo rale. 
Apparently it was the first time 
that this glorious fiddler has 
tackled the Stravinsky, but he 
sounded utterly at home with it. 
The evening ended with 
Prokofiev’s Scythian Suite, a 
rebarbatively noisy piece in 
which Boulez discovered 
attractive life, with a light, 
springy beat far removed from 
the usual hammering. 

★ 

For Bach's B minor Mass, with 
Mark Elder conducting the 
London Philharmonic, the Royal 
Festival Hall was virtually sold 
out too. Elder had five excellent 
soloists, led by the co unt e rt enor 
Michael Chance. There were also 
the men and boys of the St 
Paul’s and the Westminster 
Cat h edrals’ choirs - aptly 
ecumenical for a Catholic Ma^s 
by a staunchly Protestant 
composer. 

Though Elder favoured bracing 
speeds, he relented dramatically 
here and there: in the “Et 
incarnates”, and the 
“CrucSfixus*. He employed whole 
quartets of flutes, oboes and 
trumpets in the tuttis, so as not 
to have them drowned by his 
splendid choirs and might 
usefully have reinforced the 
cellos and basses, too. Those 
were mere aura] smndg pg, 
however, on a sharply 
comporting- perfor mance. 
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BALTIMORE 


more Opera Company. Lyric 
ra House 
1-410-625 1600 

\batemoreopera.Qorn 
Ten: by Bizet Conducted by 
do SBIpignl in a production 
tod by David Roth. The tit/e role 
ng by Irina Mishura; Mar 25,27 

RUN 

CERTS 
tarmonle 
19-30-2548 8354 
i Phaharmonlc Orchestra: 
lucted by Daniel Barenboim in 
s by LutoslawsW and 
ikovsky. Mar 23 


omtmale 
1-629 999 

unoJt/bo/tBBtiocomunalB 

Arc recital by the pianist of 

Haydn, Schumann and 

ter 23 


Teatro Comunate 
Tel: 39-51-529 999 
wwwjwttuno.it/tx3/teatrxxx>rnLaTate 

• Don Carlo: by Vertfi. 
Co-production with the Grand 
Theatre de Gen&ve, conducted by 
Biahu Inbal in a staging by Andrei 
Servan; Mar 24, 26 

• II CampJeflo: by Wotf-Ferrari. New 
production conducted by Bruno 
Bartoletti in a staging by Nanni 
GereUa. with designs by Antonio 
Florentlno: Mar 25.27,28 

CHICAGO 

CONCERTS 
Orchestra Kafl 
Tel: 1-312-294-3000 
www.chlcagQsyTTiphony.org 

• Chicago Symphony Orchestra: 
conducted by Oliver Knussen in 
works by Mussorgsky/Stokowski and 
Knussen. With soprano Rosemary 
Hardy; Mar 24 

• Chicago Symphony Orchestra: 
conducted by Daniels GattJ in works 
by Brahma. With violin soloist 
Samuel Magad; Mar 26,27.28 

HELSINKI 

OPERA 

Finnish National Opera 
Tel: 358-9-4030 2211 
The Magic Flute: by Mozart New 
production by Swedish director 
Etienne Glaser, designed by Peter 
TTUberg. Conducted by Nfikko Franck; 
Mar 25 _ 

KORIYAMA 

EXHIBITIONS 

Koriyama City Museum of Art 

Tel: 81-249-56 2200 

Aubrav B^rdslff/: more than 200 


drawings, prints, posters and books 
created during the brief period of the 
artist's feme. A member of the 
fin-de-stede avant-garde, Beardsley 
left England for Dieppe following 
Wilde’s disastrous Gbel action and 
subsequent Imprisonment In 1895. 
The axhtoitton marks the centenary 
of Beardsley's tragi catty early death, 
aged 25, and arrives at the V&A In 
October, after touring in Japan; to 
May 5 

LISBON 

CONCERTS 

100 Days Festival, Expo W 
Portuguese Symphony Orchestra: 
programme of 20th century works; 
Main Auditorium, Centro Guttural de 
Bel6m; Mar 25 

LONDON 

CONCERTS 
Barbican Han 
Tel: 44-171-638 8891 
London Symphony Orchestra: 
Riccardo ChaiUy conducts concert 
performances of Mahler's Totenfeter 
and the closing part of Act 3 of 
Wagner's Gdtterdammenjng. With 
sopranos Jane Eaglen and Janice 
Watson; Mar 25 

Royal Festival HaB 
Tat 44-171-960 4242 

• BBC Concert Orchestra: 
conducted by Bany Wordsworth in 
works by Prokofiev, Sibelius, Grieg 
and Mussorgsky. With piano soloist 
Cristina Ortti; Mar 25 

• PWharmonia Orchestra; 
conducted by John Blot Gardiner In 
works by Bgar, Si belts and Brahms. 
With Violin soloist Qdon Kramer 
Mar 26 


EXHIBITIONS 
Royal Academy of Arts 
Tel: 44-171-300 8000 
Holy Russia: icons and the Rise of 
Moscow 1400-1600. 50 rarefy 
exhibited icons lent by Russian 
museums are the centrepiece of this 
exhibition, previously seen in 
Frankfurt, which also includes 16 
manuscripts; to Jun 14 

OPBRA 

Entfsh National Opera, London 
CoOseum 

TeL 44-171-632 8300 

• La Bohdme: by PucdnI. Steven 
Plmlott's production is revived by 
Barry Atkinson and Frances Moore, 
and conducted by Emmanuel Joel 
(Alex Ingram from Mar 27); Mar 24, 
26,27 

• The Tales of Hoffman: by 
Offenbach. New production by 
Graham Vick, designed by Tobias 
Hohefeel and conducted by Paul 
Dantel/wniiafn Lacey. Cast Includes 
John Tomlinson: Mar 25,28 

Shaftesbury Theatre 

Tet 44-171-379 5399 

The Royal Opera: Cosl fen tutta, by 

Mozart Revival of Jonathan Miller's 

production, conducted by Colin 

Davis (David Syrus on 25, 27 Mar); 

Mar 23, 24, 25.26, 27, 28 

theatre 

Almeida Theatre 
Tet 44-171-339 4404 
Naked: by Luigi Pirandeflo, adapted 
Nicholas Wright Jonathan Kent 
drects Jidiette Binoche In the elusive 
central rote 

Royal Court Downstairs at the 

Duke of Yorks 

Tat 44-171-665 5000 . 


The Weht by Conor McPherson. A 
haunting encouitar, directed by Ian 
Rlckson, end designed by Rae Smith 

MADRID 
EXHIBITIONS 
FundaclO "la Cabca” 

Tel: 34-1-435 4833 
From Whistler to Sickert Joint 
retrospective of the two painters 
which arms to introduce their work to 
the Spanish public by contrasting 
their d i fferences. The exhibition win 
demonstrate the influence of 
Vetizquaz on Whistler as wefl as that 
of Whistler on Sickert. Whistler 
I Produced Sickert to Degas, who In 
tun was to become a major 

influence; to May 17 

NEW YORK 

OPERA 

Metropolitan Opera, Lincoln Center 

Tel: 1-212-362 6000 
Mwnynefppera.org 

• L* EBsir d' Amore: the final 
performance of the season Is 
conducted by Maurizte Benin); with a 
cast inducting Ruth Arm Swanson; 
Mar 26 

• Lohengrin: by Wagner. Nov 
production by Robot Wilson, with 
costumes by Frida Permeg^ani; 

Mar 25 

• Stiffdio: the first performance of 
Venti’s opera this season Is 
conducted by James Levine, with 
Maria Guteghina as Lina and Pteddo 
Domingo as Stiffefio, The production 
is by Giancarfo dd Monaco: Mar 
23,27 

New York City Opera, New York 
State Theater 
Tel: 1-212-870 5570 


wwwjiycopera.com 
La Bohdme: by PuccinL Conducted 
by George Manahan and staged by 
Grade! la Sdutti; Mar 28 

THEATRE 

Kit Kat Ktuh, 134 W. 43rd St 

Tel: 1-212-719 1300 
Cabaret revival of the 1966 Kander 
and Brts musical directed by Sam 
Mendes and Rob Marshall, starring 
Natasha Richardson 

PARIS 

CONCERTS 

Safle Ptoyel 

Tel: 33-1-4561 6589 

O rchestra de Paris: conducted by 

Paul Dan id In works by Messiaen, 

Berlioz and Rachmaninov. With 

mezzo-soprano Vessefina Kasarova; 

Mar 25, 26 

ROTTERDAM 

CONCERTS 
de Doeton Hall 

Tet 31-10-2171700 
R o tterd a m Phflharmonic Orchestra: 
conducted by Valery Gergiev in 
works by Debussy, Mussorgsky and 
Prokofiev; Mar 27 

STOCKHOLM 

exhibitions 

Modems Museet 

Tet 46-8-5795 5200 
www.modemamuseeLse 
Wounds: Between Democracy and 
Redemption in Contemporary Art. 
The Inaugural exhibition In the new 
building examines developments in 
the visual arts from the 1960s to the 
present Includes works by Francis 
Bacon, Gerhard Richter .-3x1 Per 


Kirkeby; to Apr 19 

TOKYO 

CONCERTS 

Bunkaimva 

Tet 81-3-3477 9999 
Tokyo Philharmonic Orchestra: 
conducted by Kazushi Ono In a 
concert performance of JanaCek’s 
Jenufe; Orchard Hall: Mar 26 

UTRECHT 

CONCERTS 

Vredenburg Music Centre 

Tet 31-30-231 4544 
Rotterdam Phflharmonic Orchestra: 
conducted by Valery Gergiev In 

works by Brahms, Mozart and R. 

Strauss; Mar 24 

TV AND RADIO 

• WORLD SERVICE 

BBC World Santee radio tor Europe 
can be received in western Europe 
on medium wave 648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

, A CNN International 
Monday to Friday, GMT: 

06£& MoneyBne with Lou Dobbs 
13J30: Business Asia 
1930: World Business Today 
22-00: World Business Today Updah 

• Burimea/Market Reports: 

05:07; 06:07; 07:07; 0820; 09i20; 
1020; 1120; 1122; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FT7V 
reports live from UFFE as the 
London market opens. 
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COMMENT & ANALYSIS 


PERSONAL VIEW HENRI MARTRE 


Europe’s counter-attack 

The spotlight is on global competition in the aerospace industry 
and there are likely to be a number of surprising developments 


I n the past 12 months 
the European aero¬ 
space industry has 
been shaken by several 
important events, starting 
with the sensational 
announcement of the 
Boeing-McDonnell Douglas 
merger. Europe did not take 
long to counter-attack: the 
British, German and "French 
governments Issued their 
support for the merger of the 
“big three" - British Aero¬ 
space, Daimler Benz Aero¬ 
space and Aerospatiale, and 
have asked the companies to 
present proposals for this 
restructuring by the end of 
the month. 

The stage has thus been 
set for the 21st century. The 
spotlight is on global compe¬ 
tition, first between the US 
and Europe, and extending 
to the two Asian challeng¬ 
ers, China and Japan. The 
fate of Russia is undecided 
since it Is not yet clear 
whether Moscow will be able 
to capitalise effectively on 
the country's technological 
assets to forge a position in 
world markets. 

This is the broad scheme. 
But the situation will not be 
that simple since competi¬ 
tion does not exclude 
cooperation. Japan is build¬ 
ing its capabilities with US 
.help, while China enjoys 
support from the DS, Russia 
and Europe. The US and 
Europe have several com¬ 
mon interests, cutting across 
nearly all sectors, including 
engines, equipment, satel¬ 
lites and even aircraft and 
missiles. 

As the game is played out, 
we should expect a number 
of surprising developments. 
One thing is sure: US domi¬ 
nance in aerospace will con¬ 
tinue, although we should 
take this as a benchmark 
and not an example to be 
copied slavishly. 

In the short term, the 
European Industry’s goal is 
to complete the first step in 
constructing a European 
aerospace group, uniting the 
Tnnin companies that supply 
the world market This is a 
gargantuan task, because of 
Europe’s widely scattered 
forces, different cultures and 
powerful- interests. We are 


dealing with a sort of Tower 
of Babel, to which we must 
bring order. 

Sceptics abound. But the 
fact is Europe’s disparate 
groups have been working 
toget h e r for nearly 40 years. 
Together, they have found a 
path to success, and they are 
deeply committed to meeting 
tihim criti cal challenge. In 
other words, everything is 
possible, provided we build 
this new world on sound, 
realistic foundations. 

This presupposes reaching 
general agreement on the 
structure of the putative 
European group, a structure 
that must remain effective 
throughout the consolidation 
process- This process will 
have to be a gradual one, 
because of the number and 
diversity of the companies to 


ltalism; political aspects 
include the question of state 
control over national 
defence industries and the 
balance of power among the 
shareholders. 

In practical terms, we win 
have to ensure each level of 
the group - shareholders, 
parent company and subsid¬ 
iaries - runs access to finan¬ 
cial markets, and stainw» in 
the company must be open 
to • institutional and other 
investors. This should not be 
an insurmountable problem, 
because the dilution of 
shareholding Is Inevitable, 
and In any case will have to 
be kept undo- control. State 
monitoring is also inevita¬ 
ble. In all countries the aero¬ 
space industry is considered 
a “sovereign" industry, and 
the majority of shares are in 


The European industry’s goal is to 
complete the first step in 
constructing a European aerospace 
group, uniting the main companies 
that supply the world market 


be joined. The troupe could 
also wen include Italian and 
Spanish companies, as well 
as other French players such 
as Dassault and Matxai. 

The simplest type of struc¬ 
ture is one that reflects real¬ 
ity. in a three-level pyramid: 
on the top, the shareholders, 
in the middle, the parent or 
holding company and, at the 
base, the operating units. 
Shareholders will be those 
who contribute the group’s 
assets, in this case British 
Aerospace, Daimler Aero¬ 
space and Aerospatiale, as 
well as any others who will 
be welcome to join the 
group. 

These assets may be only 
a part of the shareholders' 
own assets, which will be 
transferred progressively, 
depending on the readiness 
of each sector. At this stage, 
however , a number of ideo¬ 
logical and political ques¬ 
tions already arise. 

Ideological aspects include 
the question of compatibility 
between Anglo-Saxon. Ger¬ 
man and Mediterranean cap- 


“national hands’'. However, 
this monitoring may take 
several different forms: state 
H> pHaikm in most countries; 
a strict regulatory environ¬ 
ment in the US and UK; or 
tight de facto co n trol as in 
Germany and rtiiTMila 

In the unique, evolving 
structure that is today's 
Europe, where the Common 
Foreign and Security Policy, 
as defined by Maastricht, is 
still in its infancy though 
countries must still ensure 
their citizens’ defence, we 
have to establish a contrac¬ 
tual system based on the 
fact that governments are 
the main customers. 

This will involve inter¬ 
government agreements con¬ 
cerning general strategies, 
plans and pro grammes, and 
state-industry contract s gov¬ 
erning how pro gramm es are 
carried out. This system 
should also provide the nec¬ 
essary guarantees concern¬ 
ing ownership of the produc¬ 
tion facilities, the location of 
high-value activities and the 
continued development of 


LETTERS TO THE EDITOR 


Banks have yet to show 
readiness for euro 


Lack of coherence in policy 
to promote use of biofuels 


the technology base. The 
way power is exercised 
within an industrial group is 
also a delicate issue. 

The shareholders that con¬ 
tribute their assets are not 
ready to give up their pre¬ 
rogatives without some solid 
guarantees. Respective 
shares should be determined 
befo rehand to ensure fair¬ 
ness and to avoid getting 
stuck on questions of asset 
valuation. 

It will also be necessary to 
establish a decision-making 
process, with the most 
important decisions taken by 
a qualified majority. All of 
this implies that the original 
shareholders will maintain 
their natinnnl identities and 
control during our lifetime, 
although this control will 
gradually become diluted. 
Creating a parent company 
from the shareholders’ head 
offices will bring up the clas¬ 
sic problems of size, defini¬ 
tion of functions and loca¬ 
tion - with the latter 
undoubtedly being the 
most difficult to 
resolve. 

The subsidiaries will obvi¬ 
ously be organised along 
product lines, giving us Air¬ 
bus, Eurocopter and Ariane- 
space entities, with others to 
be formed for combat air¬ 
craft, missiles and other sec¬ 
tors. To ensure coordination 

anH capitalise an By r m r ^ i«»fl J 

the parent company will con¬ 
trol these subsidiaries; but 
this does not exclude a vari¬ 
ety of other shareholders 
taking equity stakes to 
account for established posi¬ 
tions. 

Nothing that 1 have 
described is impossible. But 
we will nonetheless have to 
set aside both ultra-free mar¬ 
ket and dirigiste ideologies, 
and fare up to the realities of 
tomorrow. As the world 
becomes increasingly global¬ 
ised at the dawn of the 21 st 
century, the winners will be 
those who are able most 
effectively to blend flexibil¬ 
ity, responsiveness and the 
ability to deal with complex¬ 
ity. 

The author is honorary chair¬ 
man of the European Associa¬ 
tion of Aerospace Industries 


From Lord Cobboid. 

Sir, Can banks turn the 
theoretical benefits of the 
euro Into reality? Corporate 
treasurers see two funda¬ 
mental advantages to be 
tpfrtwd from the euro - low 
cost same day, cross border 
payments and euro-area 
wide pooling of cash bal¬ 
ances. 

Which bank is going to be 
the first to offer these ser¬ 
vices? There is no doubt that 
the first to do so will reap 
considerable commercial 
advantage. 

Win it still be more expen¬ 
sive and slows 1 for corporate 
treasurers to move euros 
from Frankfurt to Lyons 
than from Frankfurt to this. 
seldorf? Will there still be 
restrictions in some coun¬ 
tries on payments from a 
resident to a non-resident 
(but euroarea) account? 

Multinationals may be 
able to pressure their banks 
into providing a service for 
large payments, but what 
about small and medium- 
sized enterprises? And what 
about retail payments and 
standing orders? 

If Visa and, other credit 
card companies achieve 
real-time settlement for 
retail payments, why not the 
banks? 

For corporate treasurers, 
euro-area wide pooling of 
cash balan ces rnannn offset¬ 


ting euro credit balances in 
one country against euro 
debit balances in another, 
thus saving multiple trans¬ 
fers from diverse accounts 
into a central pool Cur¬ 
rently, this is not even possi¬ 
ble within some individual 
member countries of the 
projected euro-area, let alone 
across borders. 

It may also be more diffi¬ 
cult to achieve during the 
transition period but that is 
only three short years in 
which to break down some 
deep-seated prejudices. 

The challenge and com¬ 
mercial advantage lie with 
the banks. Will banks with 
branches or subsidiaries 
within each country be bet¬ 
ter placed to achieve the 
goal? Or wfll it be achievable 
by closer partnerships 
between individual banks in 
p ach jurisdiction? 

The euro is not just 
another currency, another 
administrative nightmare; it 
is a gateway to massively 
improved efficiency in pan- 
European financial and com¬ 
mercial activity. It is up to 
corporate treasurers to tell 
the banks what they need. It 
is UP to the hanlra to come 
up with solutions. 

Cobboid, 

Knebworth House, 

Kneb worth, 

Hertfordshire SG3 SPY, UK 


Entrepreneurial childcarers 


From Mr Stephen Dauies. 

Sir, The UK Budget seems 
likely to create a new class 
of childcare entrepreneur. 
Recruiting unemployed sin¬ 
gle parents, preferably with 
two or more children, they 
might pay them £110 
($183,701 to work 30 hours a 
week as childcarers. They 
would charge their employ¬ 
ees £150 a week for the pro¬ 
vision of childcare. 

Employees would have 
about £162 a week in their 
pockets, after paying for 
childcare, receiving tax 
credit and child benefit. The 


From Dr Alastair Mi Fraser. 

Sir. The article "Less than 
a cure far all ills” (March 16) 
underlines that green taxa¬ 
tion should form part of an 
overall environmental strat¬ 
egy. The European Commis¬ 
sion’s approach to promoting 
the use of biofuels shows the 
confusion that can arise in 
tiie absence of such a strat¬ 
egy. 

One example is biodiesel, a 
diesel substitute made from 
vegetable oils, whose use 
reduces a number of pollut¬ 
ants and in particular 
reduces green house gas 
emissions. The Commission 
has given a number of sig¬ 
nals to private industry to 
invest in the sector and the 
production of biodiesel in 
Europe is currently around 
0.5m tons. 

The recent Commission 
.white paper on renewable 
energy sources proposes that 
production of liquid biofuels 
should rise to 2m tons in the 
short term, with an eventual 
target of 18m tons. Clearly, 
the achievement of these tar¬ 
gets requires an integrated 
approach across a number of 
policy areas - agriculture. 


environment, energy, trans¬ 
port, taxation. 

On the supply side, the 
role of agriculture is key, yet 
Agenda 2000 contains no 
dear policy for raw material 
supply for renewable fuels. 
Indeed, many of the propos¬ 
als would mean the end for 
biofuels rather than further 
development 

' On the demand side there 
Is no consensus on the fiscal 
treatment of biofuels. In 
same countries biodiesel is 
fully or partially exempt 
from excise duties while in 
others no exemption is 
given. 

This lack of coherence in 
different policy areas creates 
uncertainty for further pri¬ 
vate investment in biofttels. 
There is the real risk that 
not only will the Commis¬ 
sion’s targets not be met but 
there is a loss of credibility 
in the whole direction of the 
European biofUels policy. 

Alastair M. Fraser, 
business director Europe, 
Novaol, 

Piazza Erculea 9, 

20122 Milan. 

Italy 


Real price of enlargement 


£40 a week per employee the 
entrepreneur would make 
would be ample to cover 
naHnnai insurance contribu¬ 
tions and other costs arid 
leave a reasonable profit 

margin 

Of course, if employees 
agreed to look after their 
own rather than each others’ 
children, the entrepreneur 
mi ght regard that as none of 
his/her business! 

Stephen Davies, 

Institute of Directors, 

116 PaD Mall, 

London SW1Y 5ED, UK 


From Mr D.NL Harrison. 

Sir, I agree about 110 per 
cent with Philip Stephens on 
European Union enlarge¬ 
ment ("A price to be paid”. 
Matf4i 13 ). Hie EU has for 
some time appeared long on 
tactics and short on strategy 
in this area. What Vaclav 
Havel in 1990 termed as the 
art of the impossible 
(“namely the art of improv¬ 
ing ourselves and the 
world”) has given way to 
good old politics as the art of 
the possible. 

One pragmatic way of put¬ 
ting the price of enlargement 
into context would be to 
em phasise rather more the 
economic benefits likely to 
arise from extending the 
market economy eastwards, 
thus raising living standards 
and consumer demand and 


contributing to the general 
European division of labour. 
A kind of continental cost- 
benefit analy sis might both 
assuage unnecessary fears in 
western Europe and galvan¬ 
ise modernisation in eastern 
Europe. 

In 1956 the Spaak commit¬ 
tee report provided the 
underpinning to the creation 
of the common market, 
based on the idea of merging 
national markets and the 
improved division of labour. 
Do we not need a similar 
kind of analysis today, show¬ 
ing what might happen if 
the process is belatedly 
extended to eastern Europe? 

D.M. Harrison. 

244 Rue de Rivoli, 

75001 Paris, 

France 


Number One Southwark Bridge, London SE1 9HL 
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P resident Bill Clinton 
will embark on his 
six-nation tour of 
Africa today to find 
a continent showing tenta¬ 
tive signs of economic turn¬ 
around after decades of 
underperformance. In sub- 
Saharan Africa output per 
head is rising a gain , infla¬ 
tion is falling and trade defi¬ 
cits are narrowing. 

The discovery of oil 
reserves or the end of armed 
conflict are important fac¬ 
tors in some of the most suc¬ 
cessful turnaround cases. 
But bettor government poli¬ 
cies deserve much of the 
credit elsewhere. Sound poli¬ 
cies - especially those that 
can encourage domestic and 
foreign investment - remain 
crucial if this fragile turn¬ 
around is to be sustained. 

From the developed world, 
Africa needs flows of trade 
and investment and contin¬ 
ued progress in'reducing the 
continent's external debt 
burden. Unfortunately, when 
it cones to the key themes 
of President Clinton's visit, 
the White House seems more 
focused on the first and sec¬ 
ond than on the third. 

This Is especially disap¬ 
pointing at a time when the 
international debt relief ini¬ 
tiative for the poorest coun¬ 
tries, assembled painstak¬ 
ingly by the World Bank and 
the International Monetary 
Fund since 1996, is in need of 


ECONOMICS NOTEBOOK ROBERT CHOTE 


T he American free 
market is riding 
high. Declinism - 
the belief fashion¬ 
able In the 1980s that the 
US’s economic lead could not 
be maintained — has been 
replaced by triumphalism. 

The .US’s policy-makers 
are using their power in 
transnational organisations 
to preach the virtues of 
American free market capi¬ 
talism, with governments 
throughout the world being 
advised to emulate the 
American model of deregu¬ 
lation, flexible labour mar¬ 
kets and welfare reform. 

The Soviet collapse and 
the Asian crisis, America's 
much-admired record in job 
creation, and a sky-high 
stock market are cited as 
proof that the US has discov¬ 
ered the secret of a "new 
economic paradigm”. 

Bat the US has not discov¬ 
ered the secret of perpetual 
growth and low inflation. 
History shows there is no 
such thing. The long boom 
of the past 15 years will end. 
And when it does, the wel¬ 
fare reforms that have tom 


Heavy burden of Africa’s external debt 

President Clinton should use his six-nation tour to give new impetus to the current initiative on indebtedness relief 


another kick-start. African 
countries are not the only 
potential beneficiaries of the 
scheme, but they will enjoy 
the biggest gains. 

Many of today’s highly 
indebted poor countries got 
into trouble when falling 
commodity prices saw their 
exports crumble in the late 
1970s. They borrowed over¬ 
seas to finance investment 
and to compensate for lost 
foreign exchange earnings. 

When the debt crisis 
prompted most commercial 
banks to Stop l ending in the 
early 1980s, these countries 
were left to rely on govern¬ 
ment lenders and multilat¬ 
eral institutions. Between 
1985 and 1995 their public 
external debt climbed from 
$90bn to more than $200bn. 

The present Initiative aims 
to reduce the debt burdens 
of poor countries to "sustain¬ 
able” levels. In most cases it 
is assumed that these coun¬ 
tries can sustain external 
debt with a net present 
value a little above 200 per 
cent of their annual export 
earnings. Once existing debt 
relief mechanisms have been 


Highly tadehted poor countries: a pouring btvden 
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applied, and assuming that 
the country has established 
a gtjod policy track record, 
the Various creditors share 
the [task of reducing the 
overall debt burden to this 
supposedly sustainable level. 

Last year debt relief worth 
$Ll£bn at net present value 
was agreed for Bolivia, Bur¬ 
kina Faso, Guyana and 
Uganda. The World Bank 


promised $285m, the IMF 
3145m, other institutions 
$390m and government lend¬ 
ers $335m. Uganda should 
reach the "completion point” 
at which the promised relief 
is delivered next month. 

But the initiative has run 
into problems with Mozambi¬ 
que, one of the poorest coun¬ 
tries in the world. Mozambi¬ 
que needs $L5bn to reduce 


IMIcttgtteV 

■itiMnimlM 


its debt to a sustainable 
level, mare than any other 
beneficiary and a fifth of the 
initiative’s total cost 
As its contribution to the 
initiative, the Paris Club of 
creditor governments has 
offered up to 80 per cent 
relief on eligible categories 
of debt owed to its members. 
But such a large proportion 
of Mozambique’s debt is 


owed to governments rather 
than multilateral institu¬ 
tions, that 80 pa* cent Paris 
Club relief would leave the 
institutions contributing 
more than their fair share. 

The Paris Club countries 
eventually agreed to do more 
in January, effectively rais¬ 
ing the relief they offer to 86 
per cent. But this stm leaves 
a $i00m funding gap. Britain 
has offered $l0m, Canada 
$7m and the US is expected 
to offer relief equivalent to 
88 per cent through the Paris 
Club. The Dutch and Nordics 
are also contributing. 

Most participants expect 
bilateral donors to meet two- 
thirds of the gap, with the 
multilaterals meeting a 
third. One possibility would 
be to tap a $170m interest 
subsidy fund held in the 
World Bank by a variety of 
oil exporting nations. It 
would be surprising if such a 
relatively small gap could 
not be filled, but the delay in 
closing a deal is causing a 
few chewed finger nails. 

One problem is agreeing 
the terms for Russia’s contri¬ 
bution to Mozambique. If 


this proves a serious obsta¬ 
cle, it does not bode well for 
the likes of Nicaragua, 
Guinea Bissau and Tanzania, 
for which Russia is also an 
important creditor. 

Agreeing a debt relief 
package for Mozambique 
would be a milestone for the 
initiative, but other chal¬ 
lenges remain. One concern 
is that Ethiopia’s participa¬ 
tion in the initiative may be 
unduly delayed because its 
1996 "’enhanced structural 
adjustment facility" agree¬ 
ment with the IMF has 
lapsed. Ethiopia should be 
back on track soon and it 
would be unfortunate if Its 
lapse did lasting 1 damage to 
its hopes of debt relief. 

Some creditor countries 
that have always had doubts 
about the plan - notably 
Germany - are worried that 
Mali is now seen as eligible 
for help. Mali’s debt was 
originally thought to be sus¬ 
tainable ander existing 
mechanisms, but three fac¬ 
tors have changed the pic¬ 
ture for the worse: weaker 
exports, lower world interest 
rates and the discovery of 


PERSONAL VIEW JOHN GRAY 


When the dream turns into a nightmare 

The US believes it has discovered the secret of ‘a new economic paradigm’. But its over-confidence is a recipe for disaster 


away the safety net from 
millions of Americans will 
look less of a success story. 

As long as the economy is 
running at frill tilt, welfare 
rolls can be trimmed without 
causing much hardship . But 
it will be another matter 
when a recession arrives and 
unemployment starts to 
climb. Yet this self-evident 
truth is hardly heard in 
American public debate. 

The claim that full 
employment has been 
achieved in the US is ques¬ 
tionable. It dismisses the 
more than 1.5m people 
behind bars in the US who 
would otherwise be looking 
for jobs. The country impris¬ 
ons four times as many citi¬ 
zens as the UK, six times as 
many as other European 
countries, and 14 times as 
many as Japan. 

Mass incarceration - the 


biggest social experiment in 
the US since Prohibition - 
has produced an imprisoned 
population that only post¬ 
communist Russia can 
match. If the number of pris¬ 
oners was taken into 
account, the US’s employ¬ 
ment record would look less 
impressive - at about 8m. 

The US’s hire-and-fire 
labour markets have created 
millions of new jobs. But 
they have done so at a signif¬ 
icant cost to social disloca¬ 
tion. American workers are 
many times more likely to 
move to a different region of 
the country than their Euro¬ 
pean counterparts. 

Mass mobility is indispens¬ 
able to the US's deregulated 
labour market But an “on- 
your-bike” economy scatters 
families and makes neigh¬ 
bourhoods more transient 
American _ labour mobility 


weakens the informal social 
controls that sustain com¬ 
munities and deter crime. 

The free market has been 
accompanied In the US by 
extremes of social break¬ 
down not found in any other 
advanced society. Nearly 
three quarters of all child 


likely to die in Its first year 
of life, mine likely to learn 
to read, and could expect to 
live two years longer than 
an infant bom in New York. 

The benefits of American 
productivity are unevenly 
shared. Economic inequali¬ 
ties have increased consider - 


The American free market is not so 
much a model to be emulated as a 
warning to be heeded. European 
and Asian countries need to make 
their economies more flexible 


murders in the industria¬ 
lised world occur in the US. 
In its treatment of children, 
the US feres badly even in 
comparison with some devel¬ 
oping countries. A baby bom 
in Shanghai in 1995 was less 


ably over the past 20 years. 
A small class of stock¬ 
owners has done rather well 
for its alt while middle-class 
incomes have largely stag¬ 
nated. A new class of work- 
ing poor people has eme rged 


while the condition of the 
underclass has failed to 
improved. As a result, the 
US now resembles some 
Latin American countries 
more than tt does any Euro¬ 
pean society (aside perhaps 
from the UK). 

Most Americans seem 
untroubled by these inequal¬ 
ities. Years of continuous 
growth have lulled them into 
the illusion that uninter¬ 
rupted expansion is the 
economy’s normal condi t ion. 
Many seem to believe that 
the business cycle has been 
consigned to the history 
books. But history punishes 
those who imagine they are 

tmmiiTW to its whorits 

Bow would American 
investors react if the stock 
market were to drop by two 
thirds -.as it did in Japan in 
the late 1980s and in the US 
Itself in the early 1970s? We 


do not need to peer into the 
future to know that in times 
of economic difficulty, coun¬ 
tries that lack a welfare 
state turn to protectionism. 

Already, the prospect of 
the east Asian countries 
exporting their way out of 
their problems has produced 
a revival of protectionism in 
Congress, with BIB Clinton, 
the US president; being 
denied authority-to negotiate 
“fast-track" trade deals. 

How would Congress react 
to cheap Asian imports in 
the event of a stock market 
crash or 'frill-blown reces¬ 
sion? It would be ironic if, 
having used its dominance 
in global organisations to 
project free markets world¬ 
wide,-the US responded to 
the Aslan crisis by retreat¬ 
ing from its commitment to 
free trade. The American 
free market is not so much a 


more loans an its books. 

Sceptics fear that other 
countries may follow, raising 
the cost of the initiative 
from its current $75bn. But, 
in fact, the cost of the initia¬ 
tive seems more likely to fell 
than rise, not least because a 
one-year delay in Ivory 
Coast's eligibility will reduce 
the cost of its relief. 

Critics who argue that the 
initiative is not generous 
enough may point to Mali as 
evidence that the sustaina¬ 
bility calculations are based 
on systematically over- 
optimistic assessments of 
export performance. The 
counter-argument would 
point to Uganda, where bet- 
ter-than-expected export 
growth means debt relief 
will be slightly more gener¬ 
ous than originally intended. 

With luck. President Clin¬ 
ton will use bis trip to Africa 
to give new Impetus to the 
debt relief Initiative. The US 
has strongly supported the 
initiative, although its insis¬ 
tence on long policy track 
records for potential benefi¬ 
ciaries grates with some of 
its more liberal supporters. 

At the very least he could 
recommend lifting the initia¬ 
tive’s "sunset clause”, which 
would keep it open beyond 
September this year • for 
countries such as Rwanda, 
Burundi and the former 
Zaire that do not yet have 
programmes with the IMF. 


model to be emulated as 
warning to be heeded. 

European and Asian corn 
tries need to make the! 
economies more flexibli 
But, in most countries, th 
American model of labou 
market deregulation an 
welfare reform is a recipe fc 
social - and sometimes poll 
ical - instability. It is ofte 
claimed that in an age of gli 
balisation there is no alte 
native to the free market 

Yet increasing intercoi 
nection among the world' 
economies does not mak 
the spread of free market 
inevitable - or always dest 
able. The challenge of globa 
isation is to reconcile th 
competitive pressures c 
world markets with th 
needs of social cohesion. A 
world m ark et s become moz 
volatile. It will becom 
increasingly clear that th 
US’s unsurpassed products 
ity has been bought at 
price that few other corn 
tries can - or should - pay 


The author is 
European thou$ 
dm Schoolofi 
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A harder 
currency 


Uncertain futures ahead 

Nikki Tait on futures exchanges' tactics for weathering the storms of change that are 
' presaging mergers, consolidation, standardisation and automation 



The preparations for European 
monetary union are aver, but the 
real task starts now. This was 
the message of the meeting of 
European Union finance minis¬ 
ters in England over the week¬ 
end. The meeting produced little 
bard news: Emu membership was 
not on the agenda. But. privately, 
ministers made clear that the 
central parities of the exchange 
rate mechanism are the rates at 
which membership of the euro 
will take place in January 1999. 
European business now knows 
the relative costs that will be cap¬ 
tured in the single currency. 

Reports are due this Wednes¬ 
day from the European Commis¬ 
sion and the European Monetary 
Institute, precursor or the Euro¬ 
pean Central Bank, on the eligi¬ 
bility of Emu candidates. But 
there is no serious likelihood that 
any of the 11 would-be members 
will be rejected in the reports or 
at the May 2 summit which for¬ 
mally agrees the first-round 
entrants. Emu is on the way. 

For countries which have 
struggled to meet the criteria, 
feelings of relief will be fleeting. 
Living with the system will be 
demanding, and immediate. 

Theo Waigel, Germany’s 
finance minister, emphasised *+>'« 
point by urging Emn candidates 
to start obeying tbe stability pact 
- which punishes excessive bud¬ 
get deficits - this year, even 
though it does not officially start 
tffl 1999. He added two more pro- 


President Clinton’s six-nation 
visit to Africa, which gets under 
way today, could hardly be more 
timely. The continent is at a criti¬ 
cal stage in its economic reforms, 
needing substantial foreign 
investment as well as carefully 
targeted aid if the recovery is to 
be sustained. 

Meanwhile, the end of the cold 
war, the disengagement from the 
region of the former colonial 
powers, and the challenge of a 
globalised economy are forcing 
Africa to reassess its relationship 
with the rest of the world. 

In the 20 years since a US presi¬ 
dent last visited Africa, the 
region has undergone a revolu¬ 
tion. Apartheid has been 
defeated, autocracy is giving way 
to democracy, and once s tagnan t 
economies are reviving, as Mr 
Clinton will be able to see fear 
himself when he stops in Ghana 
and Uganda. But the optimistic 
note sounded by the president 
and his advisers must be tem¬ 
pered by realism. Nigeria, the 
continent's most populous 
nation, remains under a military 
regime, and Sudan’s civil war 
continues. Kenya, once seen as 
an African success story, is mired 
in corruption, the new govern¬ 
ment in Congo (formerly Zaire) 
seems overwhelmed by its disas¬ 
trous legacy, and Rwanda and 
Burundi are wracked by ethnic 

tgnsfrm 

And while GDP growth in sub- 
Saharan Africa is averaging 
around 4 per cent, more tha n 


On Monday of last week, 
Japanese investors in Yakult 
Hons ha thought they owned 
shares in a producer of drugs and 
fermented TniTk drinks. By Fri¬ 
day, they had discovered that 
Yakult was a loss-making dealer 
in financial derivatives with a 
sidelin e in the more conventional 
products for which it was better 
known. The unexpected losses 
amoun ted to the not unimpres¬ 
sive sum of Y105bn (*800m). 

This dramatic turn of events 

serves as a reminder of the speed 
with which derivatives can trans¬ 
form the risk profile of a com¬ 
pany; also of. the slowness of the 
world’s accountancy authorities 
in rising to the challenge. Even 
in the US. which first prised open 
this veritable Pandora’s box, the 
Financial Accounting Standards 
Board is still struggling to 
impose a set of rules against pow¬ 
erful opposition. 

The Japanese do appear vulner¬ 
able to losses in derivatives trad¬ 
ing. Back in 1993, Showa Shell 
announced losses equivalent to 
S960m as a result of unauthorised 
deals in foreign exchange for¬ 
ward contracts- It rapidly 
emerged that other companies 
bad ceased to hedge and started 
to punt as the yen strengthened 
inexorably. 

Then cam* losses on unauthor¬ 
ised dealing at Daiwa Bank and 
at Sumitomo Corporation, whose 
chief copper trader was specula¬ 
ting furiously on the London 


should accelerate steps to reduce 
them; and countries with a high 
proportion of short-term borrow¬ 
ings should lower this ratio. 

This message was clearly 
a im ed at Italy. Less obviously, it 
was aimed at reassuring the Ger¬ 
man public, worried about Italian 
fiscal laxity. But the underlying 
theme is relevant to all Emu 
members: living inside a mone¬ 
tary union Imposes a heavy bur¬ 
den of discipline in fitpai behav¬ 
iour, in domestic wage-setting, 
and in many previously sover¬ 
eign areas of economic policy- 
making. 

Governments’ freedom of 
action will be eroded, in a way 
that many citizens fail to appreci¬ 
ate. Part of this web of con¬ 
straints wifi come from market 
forces in a newly transparent sin¬ 
gle market. Part of it will come 
from peer pressure, of the sort Mr 
Waigel was exerting, bn a similar 
way, Gordon Brown, UK chancel¬ 
lor, criticised the wide country- 
by-country differentials in pric¬ 
ing for common consumer goods 
and services, such as food, com¬ 
pact discs, cars and telephone 
calls. 

There may not have been much 
news, but the underlying mes¬ 
sage was vital for governments, 
businesses, trade unions and 
individuals. Under Emu, govern¬ 
ment behaviour will be con¬ 
strained by the stability pact pri¬ 
vate sector behaviour by newly 
transparent competition. Once 
May 2 comes, the die is cast 


double the rate of the previous 15 
years, lost ground has still not 
been recovered. Even if this rate 
were sustained over the next 
decade, per capita income would 
still be 5 per lower than in 1974. 

The Clinton administration is 
right to stress that faster recov¬ 
ery requires more trade and 
investment, and the African 
Growth and Opportunity Bill, 
about to go to the senate, will 
reward African reformers with 
greater access to US markets. 

But few African countries are 
in a position to take advantage of 
this. Roads and railways have 
deteriorated, management is 
weak, machinery is outdated, 
and the technology gap has wid¬ 
ened. 

Mr Clinton should do more, 
beginning with a commitment to 
help relieve the continent’s crip¬ 
pling debt burden. This means 
greater IK support far the World 
Bank-led initiative to reduce the 
debt of the poorest countries, and 
harking for African governments’ 
plans to put the money saved 
into health and education. 

He should also do some frank 
talking , if Africa is to catch up 
with its international competi¬ 
tors and win the foreign invest¬ 
ment essential to growth, it must 
do more to reduce bureaucracy, 
curb corruption and expand pri¬ 
vatisation. In return, President 
niintrm should offer aid as well 
as trade: for all the progress of 
recent years, Africa remains a 
fragile continent 


Metal Exchange. These incidents 
shonld have caused other manag¬ 
ers to re-examine internal con¬ 
trols. Tbe unfolding story, of 
which Yakult is the latest chap¬ 
ter, suggests a less rigorous 
response. 

Part of the problem is that the 
high-trust ethos of Japanese busi¬ 
ness has tended In the past to 
compensate for weak internal 
control But the culture of trad¬ 
ing is inherently individualistic 
and adversarial. And trading is 

what more and more corporate 
treasury functions are about, 
moaning that companies must be 
flexible and be able to admit mis¬ 
takes. Saving lace tan mean los¬ 
ing rather a lot of money. 

In many cases these disasters 
have been brought on by compa¬ 
nies or individuals trying to 
trade their way out of trouble. 
This may well have occurred at 
Yakult, where diversification into 
pharmaceuticals and cosmetics 
had failed to produce the desired 
profits. The leverage in deriva¬ 
tives that those playing 

the market can be made very 
rich, or very poor, very fast 

At least the Japanese have not 
succumbed to Western financial 
mores in one important respect 
While senior managers at Bar¬ 
ings clung limpet-like to their 
bonuses after presiding over a 
banking collapse, those at Yakult 
have handed back the bonuses 
and taken a pay cut. There is 
evidence of honour in Japan. 


The palm fronds swayed; the 
cocktails flowed. Yet, for most of 
last week, storm clouds also 
hung over Boca Raton, the 
upmarket Florida resort where 
futures traders, regulators and 
exchange officials gathered for 
their annual conference. 

The uncertain weather seemed 
appropriate for a meeting charac¬ 
terised superficially by laid-back 
pleasantries but churning 
beneath the surface with anxi¬ 
eties about change. 

The global extent of the indus¬ 
try’s current upheavals was spelt 
out clearly when Hal Hansen, 
president of US-based Cargill 
Investor Services, asked a group 
of exchange chairman from tbe 
US, London, Paris and Singapore, 
to predict the shape of their busi¬ 
ness by 2000. Each painted a pic¬ 
ture of an industry in transition 
- one that would see more merg¬ 
ers or alliances between 
exchanges, increased consolida¬ 
tion among member firms, grow¬ 
ing standardisation of products, 
and a wave of automation. 

“There will be fewer 
exchanges, more systems people 
talking to us, and fewer people 
on the floor of the exchanges,” 
said Pat Arbor, chairman of the 
Chicago Board of Trade (GBOT), 
the largest single futures market. 
In Europe, suggested Gdrard 
Pfauwadel, head of France's 
Matif exchange, “we will have a 
quite different landscape**. Even 
Mr Hansen could only nod: his 
firm recently closed two of its 
four trading desks at CBOT in an 
effort to improve efficiency. 

As if to illustrate the point, Fri¬ 
day night saw the announcement 
that CBOT and the Chicago Mer¬ 
cantile Exchange (CME), tbe two 
big US futures exchanges, had 
finally hammered out a deal to 
merge their all-important, back- 
office clearing operations. In the 
highly politicised world of 
fixtures trading, and with fierce 
rivalry and a cultural chasm 
between the two bodies, the news 
was roughly as though the Pales¬ 
tinians and Israelis bad suddenly 
declared they were really friends, 
after alL 

The catalyst behind this global 
change is competition. Far much 
of the century, futures exchanges 
have held a local monopoly on 
their specific risk management 
products. Anyone seeking to lay 
off risk against a move in US 
wheat prices would use contracts 
traded in Chicago or. for slightly 
different types of grain, Kansas 
City. Anyone wishing to hedge 
against British interest rates 
would turn to the London Inter¬ 
national Financial Futures and 
Options Exchange (Liffe). 

Now these monopolies are 
being challenged. In Europe, as 
countries move towards a com¬ 
mon currency, many exchanges 
know that much of their local 
power will evaporate. 

In the US the competitive 
threat comes principally from the 
“over-the-counter” derivatives 
market, which has enjoyed explo¬ 
sive growth recently. OTC deriva-. 
fives are risk management con¬ 
tracts. such as interest rate 
swaps, which are drawn up out¬ 
side the regulated exchange envi- 


finanda) institutions. 

The number of contracts traded 
this way surged by more than 40 
per cent in 1995, and a further 47 
per cent in 1996. Latest figures 
from the International Swaps and 
Derivatives Association suggest 
that tbe notional value of out¬ 
standing contracts was around 
$29.000bn by mid-1997. 


Caravan parks 
in Kampala 

When US presidents hit the road, 
logistics seem every bit es Important 
as politics. 

There are sound political reasons 
for Uganda being one of the key 
stops on Bill Clinton’s six-nation 
African tour, which starts today. 
President Yoweri Museveni has been 
dubbed “the donor's darling" for hte 
reform programme. But Kampala has 
another advantage. In Clinton’s wake 
are 800 or so advisers, security 
personnel, joumafists, congressmen, 
senators and general hangers-on: the 
city is one of the few capitals In 
Africa with enough hotel space. 

Museveni also proved his 
organisational abilities when he 
hosted a January meeting between 
the World Bank and regional 
presidents; and he chained US 
secretary of state Madeleine Albright 
and Hillary Clinton when they 
topped in. As one Western dplomat 
put it "He’s proved he can give 
good meeting.” 

Kampala, one of Africa’s more 
pleasing capitals, is having a 
vig orous spring-dean ahead of 
CSnton’s arrival tomorrow. The grass 
is getting a short-back-and-sides. 
pavements are being rebuilt, rubbish 
collected and street children 
discreetly ushered away, first Lady 
Janet Museveni has posed, broom in - 
hand, with a couple of ministers to 
encourage people to keep sweeping. 

Her husband is doing his own 
clean-up - he’s off to the north to 
ensure that Lord’s Resistance Army 


Although most US exchanges 
can still point to a growth in 
trading volumes in recent years, 
their share of the risk manage¬ 
ment market hag HpriitnpH A sur¬ 
vey last year by the Treasury 
Management Association found 
that 71 per cent of corporate trea¬ 
surers used interest rate swaps to 
hedge their exposure to future 
rate changes, for example, while 
only 10 per cent used interest 
rate futures. 

The issue in both the US and 
Europe has become cost. If 
exchange monopolies are being 
undermined and the quality of 
new rival markets is not signifi¬ 
cantly different, users will tend 
to trade where transaction 
expenses are lowest 

This is where technology cuts 
in. Computerisation has already 
widened the range of trading out¬ 
lets and made it easy to deal 
across time zones. Now, screen- 
based trading is doing away with 
the need for the big, multi-mill¬ 
ion dollar trading floors emp¬ 
loyed under “open outcry*, the 
system where traders buy and 
sell contracts by physically sig¬ 
nalling or shouting to one 
ano ther . 


trading in the German 10-year 
government bond contract from 
the Liffe, which to date has 
mainl y used conventional open 
outcry. 

Tbe precise extent of cost 
savings offered by electronic 
trading are a matter of debate. 


rebels keep a low profile for the neoct 
tow days. One of the LRA’s 
murderous raids just might give the 
impression that Museveni Is not in 
MI control of the country. 

Lining up 

Gather Canada’s Liberal party 
members In one place and talk 
Inevitably tuns to the tricky question 
of succession. Conventional wisdom 
has it that prime minister Jean 
Chretien will retire at the end of his 
second mandate in 2002. But the 
popiiar prime minister, now 64, 
raised a few eyebrows at the party’s 
leadership convention over the 
weekend when he hinted he might 
run for a third term. 

Needless to say, a hast of cabinet 
members are eyeing the top spot, 
but can’t quite bring themselves to 
say so. Leadership contendere refuse 
to address the issue, stating simply 
that the job Is not open. 

Finance minister Paul Martin, who 
Is widely regarded as the most fikely 
successor, says he’d welcome a 
third Chretien mandate because the 
two politicians make such a great 
team. Martin was heard saying his 
ambition Is to be finance minister 
forever". Unless, of course, his 
country needs Mm. 

Standard stuff 

Alexander Au Siu-kee’s abrupt 
departure from Hang Seng Bank has 
whipped up a storm of speculation 
over what made Mm leave one Ot 
Hang Kong's most august banking 
institutions, not to mention its 


and vary according to Individual 
circumstances. Nevertheless, the 
Sydney Futures Exchange, the 
medium-sized Australian 
exchange which anno unced last 
year that it would abandon open- 
outcry for an all-electronic trad¬ 
ing system, has offered a bench¬ 
mark, forecasting that the move 
will cot expenses by about 40 per 
cent 

Antamati nn of trading systems 
is not the only way to take out 
cost. By setting up alliances, 
exchanges f * an give other, 
and their members, access to a 
broader range of products, thus 
potentially boosting trading vol¬ 
umes and spreading overheads. 
This was part of the rationale 
behind last week's link between 
the CBOT and Eurex, the all-elec¬ 
tronic exchange that win come 
into bring later this year when 
DTB and Switzerland's Soffex 
merge. Member firms will have 



celebrated executive (fining rooms. 

But Au's move has also set the 
tongues wagging about the 
succession stakes at Standard 
Chartered, which he’s joining as 
executive dkector In charge of 
government relations and exter na l 
afters. Standard Chartered operates 
a retirement age of 60 for executives; 
chief executive Malcolm Williamson 
Is 59 but with chafrmm Patrick 
GMam In place until 2000, the limit is 
unfflrefy to be relaxed. 

Other senior directors such as 
finance chief Peter Wood and David 
Moir, the Singapore-based director of 
corporate banking, are In their fifties. 
So the hot money's been on two 
40-something ex-dtibankars, 

PhIBppe Pal Bart and Rana Talwar. 

The bookies aren’t adjusting their 
odds because of Au's arrival. 
Although he was chief executive In 
Ms previous job. Hang Swig is a . 
fairty local institution - aqpiably kept 
so by Its masters at HSBC. White the 
Impressive Fre nchma n has driven the 
expansion of Standard Chartered's 
consumer banking business, Talwar 
was PafUarfs boss at Citibank and 
may have a broader strategic vfew of 
the bank. 

Au could replace whoever 
becomes chief executive. Or he 
might return to Hong Kong and 
replace Asia region boss Mervyn 
Davies If he replaces Moir in 
Singapore. Never a dufi moment... 

Carrier bagged 

So why exactly does a Macau leisure 
company want a hulking great 
aircraft carrier? Ukraine says it's 


access to both exchanges’ prod¬ 
ucts, although orders emanating 
from Eurex during CBOT’s trad¬ 
ing day will still be routed 
through the Chicago pits. 

Neither CBOT nor the CME 
would detail savings expected 
from their intended common 
clearing system, but both con¬ 
firmed they should run into mil¬ 
lions of dollars. 

So perhaps the biggest question 
banging over the Boca confer¬ 
ence was not whether, but bow 
quickly, the futures industry 
would change. 

In Europe, most insiders think 
consolidation will happen very 
fast in financial products, simply 


“benchmark” products. “An elec¬ 
tronic shoot-out” is how one 
trader in Boca described the 
months ahead. 


will make technology changes 
“when the time is right". 

The pace of change is also 
affected by the structure and gov¬ 
ernance of specific exchanges. In 
Sydney, the decision to make a 
direct transition from open out¬ 
cry to electnmic trading early in 


feet that the exchange is owned 
by 27 member firms, most of 
them leading investment hanks 
and brokerage houses. 


clutching a $20m cheque In 
race hangs for trie half-bunt 
33,600-tonne Varyag - a useful * 
bonus for a country where tMngs-are 
so tight that ministers have been, told 
to cut down on foreign travel 

The collapse of the Soviet Union 
cut off funds to complete the VarjjBg 
and she's been rusting away tinea 
1992 white alternative uses, such as 
a satellite launch pad, were dreamed 
up and discarded. Ukraine says it's 
being sold as a disco and 
amusement perk. - ■ 

But it seems that Macau has 
turned down an application to 
register the Varyag as a site for hotel, 
business and amusement facilities. In 
any case, Macau's harbour la riot 
vary deep and getting the carrier In 
might prove tricky. 

There are some jitters fo-the region 
that tha Varyag could end up In the 
Chinese fieri after Macau returns to 
Chinese rule next year. Ukraine says 
the sale contract forbids military use 
and in any case the purchase of a 
rusting hulk seems an odd way to 
boost Chinese seapower. 

So is It to be boogie nights or 
bombers for toe Varyag? Should be 
plenty of room for both. 

Tender trap 

One day In 1875, a fire station In 
Winnipeg burned down. The 
Canadian dty bu3t a new one, which 
shared the same fete in 1603. Tbe 
third version still stands and has 
been chosen as the city’s firefighting 
museum. But the project will prove 
costly - It doesn't meet fire safety 
standards. 


“You are talking about asking 
Goldman Sachs, Sal omon Smith 
Barney, Macquarie Bank and 
C omm onwealth Bank whether 
they want to trade electron icall y. 
You ask t hem that question and 
they’ll say an emphatic yes," 
says Les Hooking, SEE chief exec¬ 
utive. Small independent traders, 
or “locals'’, whose business is 
most threatened by snch a 
chang e, had no ownership posi¬ 
tion, and hgneg no meaningful 
voice. 

Even at Liffe, which this 
•mrmth announced it would ask 
members to approve a system of 
parallel trading under which 
open outcry and electronic plat¬ 
forms would operate simulta¬ 
neously, the politics are tilted in 
favour of the big trading firms. 

By contrast, in tbe US, any 
shift from the traditional trading 
pits is made difficult because 
“locals" have a much bigger 
voice in the exchanges’ gover¬ 
nance. Tellingly, both CBOT and 
CME have expanded electronic 
trading after hours, but not let it 
make any meaning ful incursion 
into the traditional trading day. 
“In the US, I don’t see [full elec¬ 
tronic trading] happening soon. It 
will taka five to 10 years,” fore¬ 
casts Marc BreiUoot, president of 
Fimat Futures USA. 

One big unknown is whether 
the parallel trading solutions, 
being touted by the likes of liffe 
- still the second-largest 
exchange worldwide - and 
France's Matif, will prove sus¬ 
tainable. Advocates of this route 
argue that electronic markets do 
not always have tbe flexibility or 
depth of liquidity that open out¬ 
cry can provide. 

jack Wlgglesworth. T.tffe chair¬ 
man, points out that DTB’s suc¬ 
cess in bund co n tracts has come 
in a relatively simple product 
line. Moreover, if the liquidity of 
an open outcry market can better 
tbat of an electronic system, 
transactional cost saving may be 
partly, or wholly, affeet 

Not everyone concurs. “I per¬ 
sonally don’t agree with parallel 
trading method,” says Mr Hosk- 
ing. “It is a hfgb overhead... and 
I think it’s damaging to true 
price discovery.” 

Longer term, views are even 
more divided. “It is logical that 
exchanges will try to merge their 
trading platforms,” says Mr 
Hosking, painting to the CBOT- 
Eurex affiance. “[But] the most 
commonsense solution would be 
for a number of exchanges in dif¬ 
ferent time zones to actually 
become one exchange, in the true 
fas h ion - instead of alliances." 

Daniel Hodson, chief executive 


but built around more unified 
clearing systems. 

Perhaps one near-certainty is 
that there will be difficulties and 


All this has futures trading 
firms struggling to keep pace: It 
is a problem for ns. We have to 
be extremely flexible” says Mr 
BrriBout 

Still, there may be some 
brighter spots: even in- Boca, the 


industry may have more scope 
for innovation, says Mr Pfauwa¬ 
del, helping to offset some of 
those anxieties about change. 



100 years ago 


Franco Shields Its Farmers 
Paris, 22nd March. The Senate 
to-day discussed the BIB raising 
the Customs duty an pigs, poric 
fresh and salted, lard and other 
pig products. M. Siegfried moved 
an amendment to Clause 1 
lowering the general tariff from 40 
to 25 francs and the minimum 
tariff from 25 francs to 5 francs. 
He thought that the adefitionai tax 
on lard would bear vary hardly on 
the working classes, and also 
feared that the measure might 
provoke reprisals from foreign 
countries, especially tha United 
States. 

50 years ago 

UA Cor Output Drops 

United Stales motor vehicle 
output in the first week in March 
fell sharply to 103.265 units from 
114,880 units in the previous 
week. A large proportion of the 
deefine was due to a drop In 
General Motors' output owing to a 
shortage of sheet steel. FigtoS 
issued of new registrations in the 
us. In 1947 show that the year’s 
total for passenger cars was 
3,167,231 compared with 
1.815,196 in 1946. British car . 
registrations In 1947 were only 
145,000. 


posals: countries with high debts 

Clinton in Africa 


Trading losses 


In the most - celebrated elec- 
ronment and between sophlsti- tronic success story so far, the 
cated users, mainly large Deutsche Terminbourse, tbe all- 

electronic German exchange, has 
snatched a commanding share of 


OBSERVER 


because of the immediacy of at Liffe, is more inclined to vis- 
monetary union and exchanges’ ualise a multitude of "rather 
desire to be seen to be offering mechanistic” trading platforms, 

offered by different exchanges 


Not everyone sees themselves 

joining this frenzy. David King, delays. Nor will the chang in g 
head of the London Metal industry structure make life easy 
Exchange, points out that tire for its regulators: while an elec- 
LME hag a commanding 90 per - tronic audit trail may look more 
cent share of bu si ness in the mar- visible, what goes on behind the 
kets in which it specialises. With screens is less transparent than a 
limited competition in sight; it trading pit 


sun eventually came out. If trans- 
1999 was made far easier by the action costs are pared hnrfr the 
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Opec’s prospects 


In light of yesterday's agreement to 
production cuts, recent reports of Opec’s 
death appear exaggerated. Signs that 
some sort of order Is returning to the 
cartel should help boost the oil price from 
its recent nine-year lows. An agreement 
between Venezuela and Saudi Arabia over 
production volumes will allay concerns 
that reining back the major quota busters 
would require protracted economic tor¬ 
ture of those with weaker public finances. 
Removing some 1.2m barrels per day from 
production will not alone eliminate cur¬ 
rent oversupply. But so long as Venezue¬ 
lan a nd Nigerian quota-busting is reined 
in, the oil price should rise to reach a 
more stable long-term price of around 

US takeovers 

Even though mergers and acquisitions 
volumes are at unprecedented levels, the 
rules governing US bids and deals could 
stm be improved. The problem centres on 
hostile takeovers and the array of 
defences, such as dilutive poison pills, 
lock-outs or staggered boards, which com¬ 
panies routinely put in place. In some 
instances these can be overcome by a 
determined bidder, as Cendant proved in 
its bid for American Bankers Insurance. 
But often it takes a lengthy court case, 
like the 10-month battle for ITT, with no 
guarantee of a fair outcome. And occa¬ 
sionally, the prospect of a long fight 
scares a bidder off altogether. Computer 
Associates dropped its offer for Computer 
Sciences for this very reason. 

One way of tidying up this system 
might be to introduce a uniform takeover 
code cm the lines of the UK, to provide 
dear, universal ground rules. That would 
circumvent the need for endless court 
cases and pot pvicMng management and 
bidder on an equal footing, fanning both 
sides to put their case directly to share¬ 
holders. Alternately, Congress could beef 
up the Williams Act - passed in the 1960s 
to regulate tender offers - by incorporat¬ 
ing some of the UK code's provisions. 

There is little pressure for such a move 
at present, given the healthy level of 
M&A. And ft is hard to argne that US 
shareholders are being systematically 
short-changed under the present rules. 
But as ca pf*«i markets open up aro und 
the world, surely the largest one in the 
world should be at pains to ensure it is as 
transparent and fair as possible. 
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European equity issues 

So much for shareholder value. As con¬ 
tinental bourses scale new heights, signs 
abound that European companies cannot 
kick the bad old habit of raising equity on 
the bade of a soaring share price. A welter 
of European blue chips has lately 
announced plans for capital increases, 
among them Volkswagen, BMW, Marines- 
mann, Lafarge, Cap Gemini and Telefon¬ 
ica. Few have offered their shareholders 
more than vague indications as to how 
their cash will be used. Since sharehold¬ 
ers can face substantial dilution and value 
leakage if they do not subscribe to wbat 
are often discounted issues, this is a prac¬ 
tice companies should avoid. 

Sure, there nan be mWgaHng circum¬ 
stances. In some rapidly consolidating 
industries, there will be rare situations 
which demand rapid deployment of cash. 
But on the whole, the expectation that 
shareholders should simply take it on 
trust that managements will later be able 
to identify value-creating uses for their 
capital Is antediluvian. Far better than 
tying up expensive shareholders’ equity in 
low-returning cash is to raise capital only 
once there is a good story to sell inves¬ 
tors. And if that is the case, sidling the 
shares at a discount should not be neces¬ 
sary. 

Yakult 

Tone was when Yakult was associated 
with little old Japanese ladies selling 
health drinks door-to-door. It turns out 
the company was peddling an altogether 
more potent brew, dabbling in various 


derivative instruments which helped it 

run up an $800m loss. All this dates bade 
to the late 1980s bubble years; cheap 
equity seduced Japanese companies not 

only into buying trophy zeal estate and 
Impressionist paintings, but to punting on 
the stock market with “tokkin" funds. 
When the market collapsed, most of these 
investments went sour. 

Many companies faced up to their losses 

long ago. But like a true gambler, Yakult 
sought to escape by embracing more risk. 
FOr investors, the worrying Issue is how 
many other Japanese companies are nurs¬ 
ing dark secrets? And how was Yakult 
able to bide its problem for so long? It is 
difficult to be sanguine. Yakult follows in 
a long tradition of hidden losses which In 
recent years has included Daiwa Bank 
and Yamal chi Securities. It is a grim 
reminder that, while sorting out the bank¬ 
ing system and kick-starting the economy 
may be the priorities now, Japan's prob¬ 
lems go much deeper. 

Next month's Big Bang is supposed to 
usher in a new era of “free, fair and 
global" markets. But the Yakult episode 
shows that until Japan has better 
flran untim g and disclosure practices, fair¬ 
ness remains a distant aspiration. As for 
the overall aim of having Tokyo catch up 
with Wall Street and the City of London, 
there is clearly a very long way to go. 

CIC 

The final battle for control of CIC, one 
of France’s largest hanirfng networks, is 
about to be fought A healthy field - four 
French banks and the Dutch ABN Amro- 
promises a hot auction for thin su bsidiar y 
of the state-owned insurer GAN. The 
spoils should go to the highest bidder, as 
required by the European Commission 
when approving FFr24bn state aid for 
GAN. But political factors may damp the 
bidding. 

Attempts to protect CIC's regional 
structure wrecked efforts to sell CIC in 
1996. This time the government has said 
the buyer should retain the decentralised 
structure and protect employment These 
are profit- and price-inhibiting restric¬ 
tions, hence Moody’s warning that the 
buyer risked a credit downgrade. Despite 
the popularity of “Franco-French" solu¬ 
tions, ABN Amro is favoured; it has few 
overlaps and thus less scope for job-shed¬ 
ding. Domestic bidders are claiming to be 
arm's length managers. 
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FT WEATHER GUIDE 


Europe today 

Turkey and eastern Greece wiB 
have thunderstorms with snow 
over the northern mountains. An 
area from the Batons to Germany 
win be showery and Russia wU 
have steady snow. The Baltic- 
States and eastern Scandinavia wffl 
be dry with plenty of sun but nafn 
will move into Noway and Den¬ 
mark. Western Europe wfl be 
cloudy with light rain but that will 
turn heavy over northern Italy with 
thunderstorms developing. The 
Balearlcs raid the northern Iberian 
Peninsula may have showers but 
most parts wiU stay sunny. 

Hw-day forecast 

The south-east wffl be cold but 
dry. However, heavy rain and 
thunderatoims over Italy wffl 
spread eastwards again by 
midweek and It will stay cold. 
Central and eastern Europe wffl be 
cold but showers win die away. 
Rain in the Atlantic wil slowly 
spread across north-west Europe. 
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WATCHDOG HOPES PRINCIPLES WILL PREVENT BARINGS-STYLE DISASTERS 


Securities regulators issue 
guidelines for risk control 


By George Graham in London 


International securities regulators 
will today publish new guidelines for 
securities companies and. their 
supervisory bodies on managing and 
controlling risk in an attempt to 
avoid disasters such as the collapse 
of Barings, the UK investment bank. 

The guidelines, drawn up by the 
International Organisation of Securi¬ 
ties CommiBSions (Iosco), set out 12 
principles for ensuring that Invest¬ 
ment banks and brokers have 
Installed strong control systems and 
checking they work. 

Iosco officials hope the principles 
will serve as benchmarks by which 
companies and regulatory authori¬ 
ties can measure their own 
approaches to risk management 

The guidelines follow a string of 
scandals, ranging fr o m the Ha r ings 
failure in 1995 to the $lbn of bond 
trading losses unearthed the same 
year at Japan's Daiwa Bank. 


“Over the lest few years, there 
have been some pretty embarrassing 
situations in most major jurisdic¬ 
tions, and all of these have really 
come down to the failure of con¬ 
trols,'’ said Richard Britton, head of 
prudential -supervision at the UK 
Financial Services Authority and 
chairman of the Iosco working party. 

The guidelines urge securities 
fh-mo (q analyse risks they are 
running »tiH set up an appropriate 
control structure to manage .this 
risk. This should include standard 
precautions such as keeping internal 
audit independent of the trading and 
revenue side of the business and 
segregating front office and hack 
office responsibilities. 

“Segregation of duties is necessary 
to reduce the opportunities to allow 
one person to be in a position to 
both create and conceal errors in the 
normal course of business,” the 
report says. 

The report runs over ground 


that has been already covered by a 
number of auditing firms and 
industry taskforces, but the official 
Iosco stamp is expected to give it 
greater force - not least in 
encouraging securities regulators in 
smaller countries to raise tbelr 

“It’s not the originality, it’s the 
source,” said Mr Britton. “It's a 
declaratory statement from some of 
the world's major securities regula¬ 
tors about how we think you should 
manage things.” 

The report says supervisory bodies 
should not be shy of stepping In to 
set detailed risk control require¬ 
ments for firms that have fallen 
below acceptable standards, but 
should normally stick to general and 
flexible guidance. 

“Supervisors have to avoid being 
sucked into taking away from 
management its responsibility 
to take decisions,” Mr Britton 
said. 


i . 



French right faces new crisis f 
as Le Pen demands support jj 


By Andrew Jack in Parts 


France's rightwing political parties 
face a new crisis after the leader of 
the extreme-right National Front 
demanded their support at the week¬ 
end in his attempt to taka charge of 
one of the largest regional assem¬ 
blies. 

Jean-Marie Le Pen, founder and 
leader of the National Front, said be 
expected the centre-right UDF and 
RPR parties to support his candida¬ 
ture as president of the Provence- 
Alpes-Ctfe d'Azur assembly, in Mar¬ 
seilles, in exchange lot his support 
for their candidates in the Ile-de- 
France region. 

He was speaking ahead of voting 
today in at least four regional coun¬ 
cils which, failed to agree on a presi¬ 
dent at the end of lest wed, and in 
which the balance of power Ues In 
the hands of the National Front. 
This gives the Front one of the 
strongest bargaining positions it has 
ever held. 

Five senior members of the centre- 
right UDF alliance, including 
Charles Millon, the former defence 
minister in Khdne-Alpes, were 



Jean Marie Le Pen: expected reciprocal 
backing from centre-right UDF andflPR 


elected to regional presidencies on 
Friday after accepting the support of 
members of the National Front. 

Most refused to acknowledge pub¬ 
licly that they had formed a formal 
alliance with the National Front, 
which had proposed a joint “mini¬ 
mum programme" baaed on tax cuts, 
crime reduction and the defence of 
France's national and regional cul¬ 
tural identities. The Front took care 


to exclude from this programme its \ 
traditional, highly controversial • - 
“Franca for the French” policies, , 
which opponents say are a veil for • 
xenophobia, racism and anti-Semi- j 
tism. if/' 

The five UDF members were ' 
immediately suspended from the 
party by Francois Ltotard, its leader, \ 
who came second to Mr Le Pen in •: 
Provence-Alpes-Cfites d’Azur. He has y [ 
firmly rejected any alliance with the £ . 
National Front. [. 

Another UDF regional assembly -■ 
president, Jean-Fran^ois Humbert of 
Franche-Comtfc, resigned after it 
became dear he had been been sup- H 
ported by the National Front Hervfr j* 
de Charette, the former UDF foreign k 
minister, called on Lionel Jospin, the f; 
Socialist prime minister, to with- v 
draw his party’s candidate to ensure ' 
that Mr Humbert will be reelected, f' 

Divisions between some centre- jj 
right regional councillors and their c 
vehemently anti-National Front lead- \ 
ership could lead to a sharp loss in £ 
support. Inconclusive results in i-. 
regional elections this month gave i-, 
the extreme right more than IS per ^ 
cent of the national vote. 

\i 
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Roche shows signs of spiuttering 

Swiss drugs group Roche te regarded as the 
Rotofloy®® of the pharmaceuticals world. But a 
epMtar has replaced the purr of Roche’s engine. The 
company Is likely to report a fall In profits. Page 21 

Dieter Vogel to quit Thyssen 

Dieter Vogel (left) wW 
resign as chairman of 
Thyssen. the German 
steel company, by the 
end of April Mr Vogel had 
failed to win the top post 

|f» th e group to be formed 
from the merger of Thys¬ 
sen with fellow German 
steal group Krupp. Thys¬ 
sen Bharehoktera fear the 
company might be valued 
at less than its fuH weight¬ 
ing under pressure from Krupp. Page 20 

Important week ahead for the yen ' 

Traders wfU weigh up 
Japan's latest economic 
stimulus package. It is 
expected to be worth 
Y10.OOObn-YI 5,000bn 
($77bn-$115bn). but If It Is 
smaller the yen could 
drop from Its already low 
rate of Just below Y130 to 
the doHar. The week’s 
most significant ec on omic 
figures ere arguably US 
personal Income data for 
February, to be released on Friday. Page 26 

Manna stock exchange up 50% 

The Philippine Stock Exchange has sewed 50 per 
cent from Ite January low. Page 20 

INTERNATIONAL BONDS 
Greece on convergence path 

Greece la set to become the next market to see bond 
yields converge with those of the core European mar¬ 
kets after Its entry into Europe’s exchange rata mech¬ 
anism fast week. Page 22 

MARKETS THIS WEHC 
New York 

Analysts and traders expect continuing strength In the 
US stock market over the next few days. Page 23 

London 

The stock market, which won and lost the 6,000 level 
on the FTSE100 on Friday, Is seen as delicately 
poised by market dealers. Page 23 

Tokyo 

The markets are hoping for cuts In corporate tax and 
Income tax to Oft consumer spending. Page 23 

Frankfurt 

The Dax blue chip index roee above 5,000 points on 
Friday. Analysts expect the rise to continue. Page 23 
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Astra may shift more research overseas 

Drugs group considers protest over Sweden’s high tax and shortage of scientists 


By Tim Bat b Stockholm 

Astra, the Swedish pharma, 
ceuticals group, may shif t 
large parts of its research and 
development operations over¬ 
seas in protest at high inn^ m ? 
tax and a shortage of scientists 
in Sweden. 

The company, which pro¬ 
duces Losec, the world's best¬ 
selling prescription drug, is 
considering switching more of 
its research activities to the 
UK and US, where it is invest¬ 
ing SKrl^bn ($35Qm) in new 
laboratories. 

Astra’s proposals reflect 


increasing frustration among 
some of Sweden's largest com¬ 
panies, which complain that 
the country’s tax burden ham¬ 
pers the recruitment of inter¬ 
national managers. 

Last week Ericsson, the 
country’s largest exporter, 
announced it was considering 
moving its headquarters to 
London. The telecommunica¬ 
tions group cited personal tax 
levels as one of the reasons. 

The Swedish Employers Con¬ 
federation said a move by 
Ericsson could lead to an exo¬ 
dus by other companies. 

Although moving headquar¬ 


ters would be largely symbolic, 
the transfer of research and 
development by companies 
such as Astra could have a sig¬ 
nificant Impact on Jobs in Swe¬ 
den. 

Hairan Mogren, Astra chief 
executive, said the proposals 
were linked to the growing dif¬ 
ficulty of attracting research 
scientists to Sweden. 
“Research and development Is 
crucial to the entire future of 
Astra, but our tax system is 
creating real problems in 
recruiting people from 
abroad," he added. 

Mr Mogren also criticised a 


pledge by the Social Democrat 
government to address taxa¬ 
tion of expatriate executives. 
Under government plans due 
to be announced, overseas 
executives on short-term con¬ 
tracts could be offered lower 
income tax levels. 

The Astra chief executive 
warned it would create a divi¬ 
sive two-tier structure among 
Swedish and overseas 
researchers working for the 
company. 

It would lead to an unhelp¬ 
ful environment in our R&D 
teams. Instead, we are consid¬ 
ering transferring more of our 


research outside Sweden," he 
said. 

Although he emphasised 
that the plan did not reflect 
lack of ability among Swedish 
scientists. Mr Mogren warned 
that too few qualified gradu¬ 
ates were emerging from 
Swedish universities. 

Astra, which employs 3,460 
scientists in Sweden and 2,630 
overseas, Is expected to expand 

its new research centre near 
Boston. Massachusetts, as part 
of the programme. 

Last autumn, the company 
said it was investing SKifiOOm 
in the first phase of the proj¬ 


ect, employing 70-100 scien¬ 
tists. 

The second phase of the site 
is likely to involve a fourfold 
increase In the workforce over 
the next five years. 

It is also investing SKrfOOm 
to expand its Charnwood 
research facility at Lough¬ 
borough In the UK. 

That could step up the shift 
towards overseas R&D at 
Astra, which has already 
grown from 20 to 40 pa- cent 

Since 1994, Astra’s R&D 
spending has increased from 
15 per cent to 19 per cent of 
group turnover. 


Carlson founder to step aside at 
83 as daughter takes the top job 

Travel group aims to double revenues in five years 


By Richard Tomkins ta New York 


If you're going to break 
through the glass ceiling, it 
helps to have the right genes. 

Carlson Companies, the US 
travel, hotel and marketing 
group, is today expected to 
announce that Marilyn Nelson, 
its 58-year-old chief operating 
officer, will take over as whirf 
executive. 

The company says the move 
will make Ms Nelson - eldest 
daughter of founder Curtis 
Carlson - the world’s top- 
ranking female chief executive 
based on size of organisation. 

At 83, Mr Carlson, chairman 
and chief executive, has 
decided to step back from the 
day-to-day running of the 
business. 

Carlson Companies - owner 
of Radisson Worldwide Hotels 
and the TGI Friday’s restau¬ 
rant ch»in — has a relatively 
low profile because it is pri¬ 
vately held. But its Carlson 
Wagonlit Travel business, a 
joint venture with Accor of 


France, Is one of the world’s 
biggest travel management 
companies. 

Carlson Marketing, another 
division, ranks as the world’s 
18th biggest advertising 
agency, and the Carlson Hospi¬ 
tality Worldwide division 
embraces hotels, resorts, 
restaurants and cruise ships 
around the world. 

Mr Carlson, US beam but of 
Swedish descent, founded the 
business as the Gold Bond 
Stamp Company, a trading 
stamp enterprise, in 1938, and 
buflt it op to its present size 
through diversification and 
acquisitions. 

The company does not 
divulge profits, but said it has 
doubled Its revenues every five 
years since 1973, The growth 
rate slipped in 1996, when reve¬ 
nues rose from $4.5bn to 
but the figure jumped 
to 96 . 6 bn last year. 

Carlson said that put Ms 
Nelson ahead of other female 
chief executives such as JH1 
Barad, chairman and chief 


e xec u ti v e of Mattel, the US toy 
company, which had revenues 
of 34Jbn last year, and Mar¬ 
jorie Scardino, chief executive 
of Pearson, the UK media com¬ 
pany that owns the Financial 
Times, which had revenues of 
&8bn. 

Ms Nelson has worked at 
Carlson Companies since 1969, 
and was appointed chief oper¬ 
ating officer last year. After 
her promotion to chief execu¬ 
tive - expected to be 
announced during celebrations 
marking the company’s 60th 
anniversary in Las Vegas 
today - Mr Carlson will 
remain chairman. 

As so often with company 
founders, Mr Carlson has 
shown a reluctance to hand 
over power. 

In 1989, after undergoing 
heart surgery, he appointed 
his son-in-law, Edwin “Skip” 
Gage, chief executive, retain¬ 
ing the chairmanship. Two 
years later, Mr Gage left to run 
his own business out of frus¬ 
tration at Mr Carlson’s refusal 


to let him run the company his 
own way. Ms Nelson said her 
objective would be to maintain 
the company’s growth rate, 
doubling revenues in the next 
five years. 

“We think our global po we r, 
the number of transactions 
and the amount of activity 
that we have will allow ns to 
get enormous economies of 
scale," she said. "At the same 
time, we are going to decen¬ 
tralise those decisions that 
allow our organisations to be 
smaller, more agile, and more 
responsive to tire customer." 

Another early move will be 
to create a retirement policy, 
something the company has 
not had in the past. This 
would ensure her successor 
would not have to wait too 
long before rising to power. 

It is no great secret who that 
successor will be. Waiting 
patiently fix the inevitable is 
Ms. Nelson’s 34-year-old son, 
Curtis Nelson, currently head 
of the Carlson Hospitality 
Worldwide division. 



Shell set to delay North Sea development projects 


By Robert Carzfcw in Leodoa 


Shell UK the British arm of 
the Angle-Dutch oQ company. 
Is expected this week to defer 
a number of North Sea oil field 
development projects. 

The move reflects the impact 
of lower oil prices, but has 
been triggered by the UK gov¬ 
ernment's decision to extend 


its review of the offshore fiscal 
regime. 

The government announced 
last week that the review, 
which has been under way 
since last summer, will be 
extended by a year. Two 
options In particular - the 
re imposition of petroleum rev¬ 
enue tax abolished In 1933 and 
supplementary corporation 


tax - are under consideration. 

Both would hove the effect 
of raising the overall tax 
levels. 

Heinz Rothermund, bead of 
Shell Expro, the Aberdeen- 
based exploration and develop¬ 
ment arm of Shell UK, told an 
industry gathering in Edin¬ 
burgh at the weekend that the 
government did not appreciate 


the damage to the industry 
that could stem from its pro¬ 
posals. 

He said Shell - one of the 
top-three operators and acre¬ 
age holders in the North Sea - 
trill not step developing fields 
where work was already well 
under way, such as Shearwa¬ 
ter a nd SchlehalHon 

However the company was 


looking closely at projects 
where feasibility studies were 
being carried out or where 
developments were in their 
early stages, especially in 
areas where there was no 
infrastructure in place 
Mr Rothermund said “bo far 
the industry is united" around 
its theme that the government 
should be encouraging greater 


investment in the North Sea 
and emerging frontier ofl areas 
such as the Atlantic Margin. 

The oil industry last week 
signalled it might make a 
direct approach to Gordon 
Brown, chancellor of the 
exchequer, to ask far tax relief 
given the 30 per cent fall in the 
price of crude oil over the past 
five mnnty 
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Rating the agencies 


Is the Asian contagion finally 
beginning to infect the 
infimmrtal , and immensely 
profitable, international credit 
rating agencies? 

These institutions, which 
have the power to force 
investors to sell bonds by 
BhifHTig a rating below 
investment grade level, were 
put on the back foot by the 
Asian markets' collapse, and 
are struggling to recover. 

Moody’s Investors Service 
and Standard & Poor's had 
established a powerful 
near-duopoly in the US. and 
emerging markets offered 
enormous potential for 
widening their sphere of 
influence. 


But their future depends on 
the credibility of their ratings, 
and, judging by recant events, 
credibility may be beginning 
to wear thin. Moody’s recent 
downgrade of Russia was a 
case In point The price of 
Russia's “Prill" bands sank in 
tho immediate aftermath of 
the downgrade but has 
subsequently moved 
significantly higher. 

Meanwhile, the two most 
recent downgrades In 
Indonesia were met with 
resurgent share and bond 
prices. And when Greece was 
put on negative outlook last 
month, it appeared to have no 
Impact on the roadshow for its 
sovereign bond issue. 


Compare that with last 
October. When Moody's 
downgraded the outlook for 
Hong Kong’s banking sector to 
negative, the local stock 
market fell 7 per cent 

The arguments against the 
rating agencies are simple. 
They are accused of having 
thIwwiI out on the warning 
signs in south east Asia, and of 
over-reacting after the market 
collapse that followed. 

Richard Gray, head of 
emerging markets research at 
Bank of America, said: “If the 
rating agencies got it right I 
would be out of a job. But they 
made such a pig’s ear of it that 
my bonus will be much bigger 
than otherwise." The feet that 


the agencies may have made 
mistakes would not 
necessarily matter - many 
companies have vanished in 
the wake of enthusiastic 
stockbrokers’ “buy” tips 
without those brokers 
attracting public opprobrium. 

The problem is that the 
agencies have a power 
invested in them by the US 
authorities and regulators or 
trustees around the world, 
whereby many investors can 
invest only in bonds with a 
certain rating given by a short 
Ust of agencies. 

Yet the market does not 
seem to give the weight to 
these agencies’ judgments that 
such treatment might suggest. 
Hence Ecuadorean 
government debt yields are 
about 175 basis points - or L75 
per cent - more than Brazil's, 
despite having the same rating 
from Moody’s. 

Indeed, Bank of America 
estimates that the correlation 
between the yield spread of 
em erg in g market bonds - that 
is, the gap between the yield of 
a bond and that of a 
b enchmark - and the rating is 


0.54. That means the rating 
explains little more than half 
the relative pricing of the 
bond. 

Helene Williamson, director 
at Foreign & Colonial 
Management, said: T don’t 
think fund managers look a lot 
at ratings any more. The 
ratings give you a snapshot of 
the past; and fond managers 
are trying to make predictions 
about the future." 

The agencies appear to be 
caught in no man's land. They 
have traditionally offered 
nothing mare than a long-term 
evaluation of sovereign default 
risk, but they have been under 
Increasing pressure to play a 
mare predictive role in volatile 
markets. 

Moreover, a number of 
banks and corporate investors 
were relying on these ratings 
for significant investment 
decisions, giving the rating a 
predictive significance it did 
not claim. And emerging 
market sovereign debt is 
particularly volatile since 
investors do not know how to 
respond to the default of a 
rated sovereign band, because 


there has never been one. 

One thing that should 
probably change is the 
structural position of the 
credit rating agencies within 
the finan ci al system. David 
Beers, manag in g' director of 
sovereign ratings at S&P, said: 
"We have never favoured the 
approach of manda ting certain 
minimum ratings." 

Another key issue is 
whether the rating process for 
sovereign debt should be 
developed to Include broader 
measures of martlet risk in 
addition to their pure default 
risk analysis. 

The risk is that, by changing 
the nature of their bond 
analysis, rating agencies 
damage their existing and 
highly profitable business 
franchise. 

Mr Beers said: "Ratings 
played an important role in 
the opening up of emerging 
markets. And like all market 

participants, we are committed 

to learning from an episodes of 
market distress." They will 
have to start p u tting recent 
l e a rnin g to good use. 
svnon.davtes@ft.com 
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Analysts indicted by wrong-footing in results season? 

Andrew Edgecliffe-Johnson analyses the pattern of share price movements and surprises on company results days 


PHARMACEUTICALS 


T here are about 1800 well- 
paid investment ana¬ 
lysts in the City, each of 
whom generally scrutinises 
just one sector of no more 
than 20 companies. So the 
chances of those companies 
wrong-footing the City when 
they report annual results 
Should Surely be minimal - 
shouldn't they? 

However, a Financial 
Times analysis of share price 
movements during the cur¬ 
rent reporting season pres¬ 
ents a very different picture. 
Of the 242 companies which 

reported annua) or half-year 

results in February, 30 per 
cent saw share price swings 
of 5 per cent or more on the 
day they revealed their fig¬ 
ures. 

David Schwartz, the stock 
market historian, was 
"astonished'' by the size of 
the share price movements. 

“This is quite an indict¬ 
ment of the analysts,*’ he 
said: "Despite all the people 
watching these companies, 
there is still considerable 
potential for surprises in 
their earnings figures." 


Companies in the FTSE 
100 are pored over by as 
many as 30 different ana¬ 
lysts each, and are generally 
less prone to surprises than 
smaller, less commonly-fol¬ 
lowed stocks. Yet 32 per cent 
of the largest companies 
which reported in the month 
saw their shares marked up 
or down by at least 5 per 
cent No fewer than half saw 
share price moves of more 
than 3 per cent - a signifi¬ 
cant swing when the compa¬ 
ny's market value is counted 
in billions of pounds. 

The results of larger, bet¬ 
ter-followed companies are 
less likely to surprise the 
market While no company 
in the FTSE 100 or FTSE 250 
dropped by more than S per 
cent or rose by more than 17 
per cent on the day of its 
results, the swings seen in 
the Small-Cap sector ranged 
from a 13 per cent drop to a 
32 per cent rise. 

The more extreme swings 
in the large companies were 
also often explained by more 
dramatic corporate news 
than simply the results. 


Dalgety. for example, led 
the FTSE 250 risers with a 17 
per cent jump when it 
announced plans to sell 
Spillers petfood and its US 
distribution business, and to 
return £650m to long-suffer¬ 
ing shareholders. 

When such distortions are 
stripped out. clear themes 
emerge. 

O n balance, investors 
were pleasantly sur- 
prised by company 

results in February: 55 per 
cent of the companies' 
shares rose on the day of the 
results, and just 26 per cent 
fell. Analysts may find fur¬ 
ther consolation in the fact 
that the remaining 19 per 
cent saw no share price 
movement. 

The figures also help to 
explain why the FTSE 250 
index has started to make up 
the ground it had lost to 
larger stocks. 

The average FTSE 250 
company's shares rose 2.? 
per cent on the day of its 
figures, compared to a more 
modest per cent advance 


in Lne average FTSE 100 
stock. 

FTSE 250 companies had 
spent months in the dol¬ 
drums because of fears 
about the twin impact of 
Asia and the strong pound 
on the many 'mid-cap' 
exporters. Such concerns 
began to ease as the first 
results came in. 

The difference between the 
two indices also reflects dif¬ 
ferences between sectors of 
the market. None of the II 
construction companies 
which reported last month - 
including Bryant Group and 
George wimpey in the FTSE 
250 - fell on the day of its 
results. The average daily 
srain was nearly 5 per cent. 

The most consistent win¬ 
ners among small and mid¬ 
cap stocks were support ser¬ 
vices firms, which have the 
twin appeal of strong growth 
and minimal exposure to 
sterling. Two FTSE 250 mem¬ 
bers. Logica and Capita, 
jumped by n per cent and 10 
per cent respectively when 
they announced results. 

Smaller computer-related 


stocks such as London 
Bridge Software, Diagonal 
and A dmir al, rose by 
between seven and nine per 
cent on the day of their fig¬ 
ures. 

At the other end of the 
league table, four of the 
seven largest one-day falls 
were registered by small 
engineers, while drugs 
groups - ranging from the 
Aim-listed Oxford Biomedica 
to medium-sized organisa¬ 
tions such as Medeva and 
Shire Pharmaceuticals - dis¬ 
appointed. Not sur p ri singly, 
the sharpest price move¬ 
ments were registered by the 
smallest companies, whose 
shares tend to be the least 
liquid and most easily 

affected by small trades. 

The top ten risers and Call¬ 
ers each included four AIM 
companies. 

Three of the four top risers 
- Euro Sales Finance, Tad¬ 
pole Technology and Bow- 
ness Leisure - have a mar¬ 
ket value of less than £i5m, 
which sets into context 
share price rises of between 
17 per cent and 40 per cent 


Of the ten worst results- 
day performers, those whose 
shares did by between 8 per 
cent an d 30 per ***"* on the 
day, just one fe worth more 
than £50 bl 

The small-cap stocks fared 
better as the month prog¬ 
ressed, however, while FTSE 
100 stocks including Abbey 
National, General Accident 
and BG cfisappofoted. 

Jlr Schwartz, whose has 
analysed market movements 
going back to 1919, spots 
another mpignai fe at ure of 
the results season move¬ 
ments. “February is not a 
good month for stock mar¬ 
kets in general,” he said. 
Mondays in February are 
usually particularly bleak, 
with just a 38 per cent 
chance that the share prices 
will rise, c o m p a red to 52 per 
cent on other February days. 

Last month was, perhaps, 
the exception that proves 
the rule: 63 per cent of the 
companies which reported 
on a Monday rose on the 
results, while just 29 per 
cent of those who chose Fri¬ 
days ended up on the day. 


SB says board unite! 
on Glaxo decision 

rnaroer talks wtth Glaxo Weflcome. , n • . ; -• 

■The feas as tttt th. mreseiwm w 
board {srock.soGd" the company said, in 8 s®*™*®**"' 
Dtaved its board's irritation at reports ofa^lw^MW^ 
ecutiva directors and Jan Leschly. the - . 

The board members were unanimous in thar rmsoAng.and .. 

a****) not to proceed with a merger. 
unchanged,” the company said. "Any suggesfeon cmKws&tom 
no basis m truth," The company's position was supportedty one 
institutional shareholder yestottia^ said i 

toured large shareholders to explain the ■ 

talks, the SmtthKHne Beechsm directors appeared cunpt^rtji • 

-It was a full team, Including Sir Peter Waiters fra h-ms** * > . 
chairman], Jan LescWy, Jean-Pterre Gam*» [chief operaonjjdtB^^ 
eerj aid High Coflum (finance cflrectori* the share holder smL g r 
"They were very well equipped, and had prepared n utna am iKy>- 
stratfng the way they believed the Glaxo Wefcom* poeHon had - 
changed.” ' 1 . - - 

The Investor also denied reports that al ^ eltfidwis i nctoang. 
Mercuy Asset Management, Prudential and Morgan GrerfW.lwf 
established a committee to examine the failur e o? Biejrargre or. 
to press the companies to revive their tafte. Andrew EdgedMfe; ■ 
Johnson 


Glynwed seeks 
buyers for bulk 
metals business 


By Andrew Edgecliffe-Johnson 


Glynwed, the engineering 
group behind Aga cookers, 
has begun looking for buyers 
for its commodity metals 
businesses and will this 
week signal the start of an 
auction which could raise 
between £300m and £400m. 

Hie two ratals divisions - 
distribution and processing 
- account for half of 
Glynwed's sales and profits. 

The company said yester¬ 
day that, although no large 
disposals are immine nt, a 
range of strategic options 
has been under review, and 
it had readied "implementa¬ 
tion mode," after testing the 
market for the commodity- 
focused parts of its metals 
portfolio. 

Disposals are most likely 
in metal distribution, the 
division which buys stain¬ 
less steel, aluminium and 
yellow metals in bulk and 
then sells them in smaller 
packages to the end-cus¬ 
tomer. 

The division's sensitivity 
to fluctuations in metals 
prices knocked Its profits 
from £21.6m to £12m 
between 1995 and 1996, on 
sales of £325m. leaving 
profit margins at just 3.7 per 
cent 

British Steel is the largest 
UK rival to Glynwed in this 
market, which includes sev¬ 
eral smaller, regional and 
specialist companies. 

Metal processing, which 


converts basic metal into dif¬ 
ferent lengths and thick¬ 
nesses, made £3l.8m profit 
on £300m sales in 1996, but 
its European exports have 
suffered foom weak demand 
and the strong pound. 

Glynwed said yesterday 
that it would be "more open 
about its strategy" in future. 

The company is also 
expected to give some news 
about progress in finding a 
successor to Gareth Davies, 
who is intending to step 
down as chairman this year. 

Analysts at Credit Lyon¬ 
nais i.afng said two months 
ago that the disposal of the 
metal distribution business 
could leave Glynwed vulner¬ 
able to a Md. 

More recently, Nick Cun¬ 
ningham of Salomon Smith 
Barney said Glynwed's 7 per 
cent yield suggested that a 
dividend cut was possible. 
The dividend was providing 
little support for the share 
price he said, while consum¬ 
ing cash that might be better 
used for making acquisi¬ 
tions. 

Glynwed's acquisition 
ambitions have been held 
back in the past by its slow 
profits growth and poor cash 
flow. 

It is now looking for at 
least £100m of acquisitions. 

In the past 18 months it 
has sold a clutch of non-care 
businesses, including Wed- 
nesbury Tube, the poorly- 
performing copper tubing 
group. 


NOT7CE 

The United Mexican Stales 

Vafcm Recovery Rights, Series A 


5IVEN pursuant to tlv 
, Of March 28,1990 (the 1 


Agency Agreement dated as of March 28,1990 (the "Agree¬ 
ment"; under which the above Rights were issued that the 
Fiscal Agent has received a Calculation Report for the Pay¬ 
ment Date occurring on March 31,1998 from the Internation¬ 
al Monetary Fund, as Calculation Agent far the Rights under 
the Agreement, setting forth the following amounts; 

Current Oil Pace U5J 164965 

Reference Oil Price US$ 17.6930 

Current Oil Revenues U5$ 2/424/160/198 

Excess Base Revenues US$ 123,563,359 

Excess Price Revenues USS 0 

Based u^on the Calculation Report the Fiscal Agent has 

Value Recovery Payment USS 0 

Carryforward Amount USS 0 

OTWANCO BT QUteuk, NJI. 

March 20,1998 os Focal Agent 


A/S Eksportfinans 

(incorporated in tho Kingdom of Norway with limited liability) 

USSI00,000,000 Senior/Subordinoted Notes due 2002 
Notice la hereby given that the Rate of Interest has been fixed at 
5.5664% and that the interest payable on the relevant interest 
Payment Date September 23. 1998 against Coupon No. 12 in 
respect of £7,000 Nominal of the Notea will bo £28.45 in reaped 
of $10,000 Nominal of the Notes will be $284.50 and in respect of 
£100,000 Nominal of the Notes win be S2£4545. 

Mod >23, tm London 

.By:Qlflanfc WAlCon»rat»flflmcyOTn«tl,4gantPanic UI/PAmO, 


TOE STARS PROGRAMME 
STARS 1 PLC 

£475,000,000 Class A Floating Rato 
Mortgage Backed Securities 2029 
NoUeafa bendy given Art* foPWodpel «*k»e&ng on the subject ewe 
forth* IntoreHpariod March 27, 1998 to June 29, 1998 will be 

TlwPrincip^gnountou lito ii J ii tj far codh note it£M5( X00- 

Br CSbaJv NA (GhbhWa Again & Tiw4 AgatBoifc CmBANC&l 



Martin Cal Ian of Waterfall at the Pool Shack, Victoria, central London, after potting his new acquisition 

Pool hall owners pocket 
£14m in Radion disposal 


By Andrew EdgecBffs-Johnsan 

The four owners of an 
Essex-based chain of pool 
halls will pocket £l4m in 
cash and shares tomorrow, 
when they announce the 
sale of Radion to Waterfall 
Holdings, the Aim-listed lei¬ 
sure group. 

The deal will give Water¬ 
fall another 27 sites to add to 
its 45 snooker and pool halls. 
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and will narrow the gap with 
its larger listed rival, Euro¬ 
pean Leisure. 

Waterfall's chief executive. 
Martin Call an, said the deal 
would enhance its earnings; 
he is now applying for a full 
market listing. 

Radion's operating direc¬ 
tors, Henry Gover and Ivan 
Levene. will join the Water¬ 
fall board. Winnie Gover, Mr 
Gover's wife, will receive 
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£4m cash and more than 
3.1m Waterfall shares, while 
Mr Levene and his father, 
Anthony Levene, win share 
£4.4m in loan notes, £600,000 
in cash and almost 2_2m 
shares. 

Radion owns 14 "cue 
sports" clubs, six health 
clubs, four bowling alleys, 
two public houses and a 
nightclub. Its assets have 
been valued at £11.5m. 


BIRMINGHAM MIDSHIRES 
BUILDING SOCIETY 

£200,000,000 

Floating Rate Noses due 2000 

For the t h ree mnntht fr um TQrfi 

March 1998 to ISA June 1998 
indusivc die Notes will cany 
an interest rale of 7.625% per 

annum.. 

The mxeresi amnnnt p«yrfdc per 
£10,000 win be £192.19 on 19* 
June 1998. 
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U.S. 575,000^)00 
Moscow Narodny Bnance B.V. 


Moscow Naradny Bank Lfaititad 
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Appointments 
Advertising 


appears in the UK edition 
every Monday. Wednesday 
& Thursday and In the 
International edition 
every Friday. 

For further information 
please contact: 

Toby FInden-Crofts 
+44 0171 873 4027 


BP plans 
to buy ICI 
petrochem 
plant 

By Roger Tayfar 

British Petroleum is 
planning to buy Imperial 
ChBBtal Industries’ petro¬ 
chemical plant at Wilton, 
Cleveland, which is up for 
sale in the last stage of the 
disposal of ICTs industrial 
chemicals business. 

The sale of the Wilton 
plant would take the total 
disposal proceeds to mare 
than £4bn. 

Bryan Sanderson, BP 
Chemicals mana gin g direc¬ 
tor, said the company - 
which already owns 20 per 
cent of ICTs Wilton ethylene 
cracks' - would like to buy 
the remaining SO per cent 
rather than see it go to a 
competitor. 

However. ICI is negotia¬ 
ting with other buyers who 
are prepared to consider 
buying both the cracker and 
associated product plants in 
a single package which 
could fetch up to £500m. 

Huntsman Corporation, 
the privately-owned US 
chemicals group, is under¬ 
stood to be in negotiations. 

However, Mr Sanderson 
said BFs 20 per cent stake in 
the plant gave it some influ¬ 
ence over the situation, 
since ICI is required to get 
its approval for any disposal 

Analysts said the interest 
should help ICI get a good 
price for the assets, which 
are the last part of its indus¬ 
trial chemicals business to 
be sold as part of the 
restructuring begun last 
year. 

ICI began disposing of its 
industrial chemicals busi¬ 
nesses last year alter paying 
£4-9bn for the Unilever speci¬ 
ality chemicals businesses. 

DuPont bought the largest 
section, paying ?3bn (£L7bn) 
for most of ICI's titanium 
dioxide and polyester 
operations. 


Braitrim 
stake sold 
for £50m 

By Kafliarine Campbell, &owtag 
Business Correspondent 

Peter Shalson, who in 20 
years turned Braitrim from a 
three-man supplier to the 
rag trade into a £6Qm com¬ 
pany, has sold around 80 per 
cent of his equity to Mercury 
Asset Management's private 
equity division, in a transac¬ 
tion valued in excess of 

£50m. 

Braitrim customises hang¬ 
ers and labels for the gar¬ 
ment industry, and has al go 
branched into packaging for 
other retail sectors Including 
food. 

The business has grown at 
3040 pe- cent a year far the 
last few years, and in the 
year to June 1997 it achieved 
sales of £45m and pro fit s of 
£3J5m. 

Mr Shalson, 41, said he 
was selling out because 
“there are better people than 
me to be boss of an interna¬ 
tional company that is going 
to fly". 

The bulk of the consider¬ 
ation goes to Mr Shalson, 
with a small amount set 
aside as expansion capi tal 
The existing management 
win receive a minority of the 
equity- MAM has appointed 
Gus Moore, a former director 
of Hon g Kong Telecom, as 

rinrinwan. 


First client for SocGen Asset 

SocGen Asset Management has attracted its first penson fund . 
client In less than two months after Devonport Ftoyai D«*y®d - 
severed its Unks with Gartmore, one of the UK's five largest pen¬ 
sion fond managers. 

Winning a £100m UK equity mandate for the new team 
headed by N/oola Horiick, the former Morgan Grenfell fund mar* 7 
agar who left in a storm of publicity last year, and John Ric hards 
- may surprise In an industry where mandates are awarded alter 
tong-term performance. However, pension funds have become 
increasingly disillusioned with the performance of the largest 
managers over the past year. One leading consultant said Scc- 
Gen’s win was "hardly surprising given the desperate desire fix- 
new managers at the moment*. 

Many pension finds have started to switch from large *toai- - 
anced” foods, in which the manager has discretion to invest 
across asset desses and countries, to more spe ci alist manage-, 
merit. The decision by Devonport to reafiocata the £250m man¬ 
aged by Gartmore for the past 10 years echoes that trend. As 
well as SocGen about £ 75 m has been awarded to Legal & Gen¬ 
eral. the index tracking specialists, while a smaller portion has 
gone to Capita) International, the US group, to invest in overseas 
equities. 

Fidelity has been reappointed to a £250m balanced mandate 
by Devonport. 

Gartmore, which has underperformed its peers overall for the 
past five yews, announced a reorganisation of its investment 
teams last week with a greater separation between fund manage¬ 
ment, resea r ch and client service. It is also to offer a new type of 
balanced fund which combines index tracking with active man¬ 
agement Jane Martinson 


BREWING 

Ushers refinances debt 

Ushers of Trowbridge has become the latest UK company to 
refinance its debt through a private placement in the US. The 
regional brewer is raising S80m (£48m) to reduce its.Interest pay¬ 
ments and extend its timetable for repayments. 

The group’s current £55m debt, of which £35m has been 
drawn, was due to repaid between 1999 and 2001. The new 
unsecured debt - being placed with five institutional investors in 
the US - has a maturity of ten years, and Is repayable in five 
equal instalments from 2004. 

Martin Coles, finance director, said: "We are furxfing invest¬ 
ment In our existing estate from cashflow, but this w3l provide 
adefitionai funding far pub acquisitions." 

Andrew Edgecliffe-Johnson 


Sketchley to consider takeover 

The board of Sketchley, the industrial textiles and utility mainte¬ 
nance group. Is to meet today to cfiscuss proposals far the sale 
of its dry cleaning business or a full-blown takeover. Despite 
more than six months of negotiations, no formal terms have yet 
been agreed with either Arthur Andersen’s corporate finance divi¬ 
sion, which is representing a group interested in a foU takeover, 
or with NatWest Equity Partners, which has discussed a bid for 
the dry cleaning division. Both groups are still in discussions with 
Sketchley. Whatever the outcome of today’s board meeting, 
shareholders face a further wait before final terms can be agreed. 
Their shares have fallen from 91 p to 48p in the past year, Tho 
talks have been delayed by the need to ensure that the potential 
HablHty of the retail outlets’ leases would not bounce back to 
Sketch ley sh oul d the buyer run Into financial problems. Andrew 
EdgecfiHe-Johnson 


manufacturing 


UK Safety recommends low bid 

footwear protective clothing group, 
has recommended a 21 . 01 m cash offer from Skuyfeat. £ rSew^ 

Ah!hem y to vestment Plan anda^nagement 
buy-out team. The 2 %p per share offer represents a 67 per cent 
ctos,n a price for UK Safety shares wTktoch 
day before the erffer. 

^K.-2T' nC Sf nt 0 " ™ ay droppir « 

ch,ef executtve and one of the MBOteam. 
said the offer was recommended "even though it looks lika a rc*. 
appdntmont for shareholders" as the com™ 

BIOTECHNOLOGY 

Scotia £50m bond issue 

aOTwerSte bSr 0 * 100 * 0 ?^ COmpany ' 1,88 E50m throu^i 
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thanks to our members in London, Chicago and worldwide DTB now has a nice share 
of up to seventy percent in BUND Futures. Sorry; Liffe, we did not want to become part 
of your problem, we prefer to be part of a solution. • ; 

That's why we offered to cooperate and to implement the DTB system at Liffe - for free! 
Deutsche Borse’s DTB-System has proven over years to be one of the most sophisticated 
electronic trading systems for derivatives in the world, and one of the most reliable. 

DTB members benefit from the lowest transaction costs as well as low member fees " 
and DTB concentrates liquidity in one orderbook. 

Don’t you think your members would like to enjoy this benefit as well? So, why don’t 
we work together and thus strengthen the new pan-European trading grid for the benefit 
of our customers? Or does an additional trading system in Europe make sense? 


Sincerely yours 
Deutsche Borse 


If you want to join DTB or need more information: Our address in the City. 

Deutsche Borse AG • UK Representative Office 

50 Cannon Street • London EC 4N 6JJ • Phone: (171) 77 89 310 


Deutsche 

Borse 
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STEEL AND ENGINEERING GERMAN GROUP HOPING TO MERGE WITH THYSSEN LIFTS PAY-OUT 


Krupp more than doubles to DM437m 


By Andrew ffctar in fraokfart 

Krupp, the German steel and 
engineering company negoti¬ 
ating a merger with Thys¬ 
sen. doubled its profits last 
year and said shareholders 
would receive a sharply 
higher dividend. 

The news that Krupp's net 
income rose ill per cent 
from DM2Q8m to DM437m 
($23&2m) came as Thyssen 
told shareholders its own 
profits’ advance had contin¬ 
ued. in the current finawriat 
year to September so, with a 
Anther gain expected for the 
full year. 

Late on Friday, Thyssen 
announced Dieter Vogel 
would step down at the end 
of April as the group’s chair¬ 
man. After foiling to win the 
top post in the merged Thys- 


sen/Krupp group, Mr Vogel 
had been expected to retire 
later this year. 

However, with several 
important elements of the 
merger still to be decided, 
some small Thyssen share¬ 
holders voiced concerns at 
the annual meeting last Fri¬ 
day about the likely valua¬ 
tion of the two companies 
ahead of the merger. They 
were concerned that Thys¬ 
sen - much the bigger com¬ 
pany - might be valued at 
less than its hill weighting 
under pressure from Krupp. 

However. Ekkehard 
Schulz, a Thyssen director, 
said the interests of Thyssen 
shareholders would be fully 
taken into account in draw¬ 
ing up the merger terns. 
Together with Gerhard 
Cromme, chairman of 


Krupp. Mr Schulz wfl] bead 
the merged concern. 

Since the valuation 
weighting will not be 
decided by auditors for sev¬ 
eral months, both companies 
said any discussion now was 
premature. 


faster turnover. Last 
year, Thyssen’s operating 
profits more than doubled 
from DM61 im to DML48bn. 

Krupp's operating profits 
last year - its financial year 
is the calendar year - 
jumped from DM336m to 


Heinz Kriwet, bead of DMfil&n. In 1995, they were 

Thyssen's supervisory board, DM«4m. The figures take 


said, however, that the Thys¬ 
sen share of the merged 
group’s assets was likely to 
be between 65 per cent and 

68-3 per cen t 

Mr Vogel, addressing his 
last Thyssen annual meeting 
as chairman, said the 
group’s t u rn o ver had risen 
24 per cent to DMl&3bn in 
the first five months of the 
1997-98 year, with the new 
order inflow 25 per cent 
higher at DMlSbn. 

Profits had grown much 


Into account an exceptional 
charge of DMl27m in connec¬ 
tion with the formation erf 
Thyssen Krupp Stahl 

Earnings per share 

increased from DM18 to 
DM26, anil Krupp sharehold¬ 
ers will receive a dividend of 
DM8, up from DM5. 

Turnover edged ahead 
from DM24bn to DM25.1bn, 
even though Krupp's fiat- 
rolled steel activities were 
transferred to Thyssen 
Krupp Stahl last April. 


"V. 








Dieter Vogefc retiring earlier than expected Picture AP 


FOREIGN LIQUIDITY HAS DRIVEN THE MANILA STOCK EXCHANGE UP 50% SINCE ITS JANUARY LOW 


Philippines shrugs off Asian turmoil 


By Jastin Uarazzi to Mania 

To judge by the recent 
performance of the Philip¬ 
pine Stock Exchange, you 
would think the Asian crisis 
was long gone: Fuelled by 
foreign, particularly US. 
liquidity chasing Asian 
stocks, the market has 
soared 50 per cent from Its 
January low. Last week 
alone it gained 4.6 per cent. 

Given that the country Is 
still faced with deep uncer¬ 
tainties two months before 
national elections determine 
the successor to President 
Fidel Ramos, the country's 
most successful leader, the 
market's buoyancy appears 
all the more remarkable. The 
knowledge, too, that tbe 
worst of the economic conse¬ 
quences of the regional crisis 
has yet to filter through, 
also makes some nervous. 

But, says Alex Connor, 
head of research at Indosuez 
W.I. Carr in Manila, inves¬ 
tors are defiantly showing 
interest in the market, 
which by comparison with 
most of its neighbours looks 
relatively healthy. 

“Liquidity has been the 
main drive of recent gains,” 


she says, “particularly with 
US funds wanting to invest 
in Asia and seeing the Phi¬ 
lippines as something of a 
safe haven. Indonesia looks 
awful and Manila, which has 
about the same size capital¬ 
isation as the Thai market, 
has been put on the map 
because everyone else is 
doing so badly. My feeling is 
that up to the election you’ll 
continue to see some 
strength." 

Investors have also taken 
heart from more positive 
news that emerged last 
Tuesday, when the central 
bank announced that the 
government and tbe Interna¬ 
tional Monetary Fund had 
agreed a new, two-year pre¬ 
cautionary arrangement 
worth $ 1 . 6 bn-$l. 8 bn. 

That package included 
encouraging gross national 
product growth targets of 3-4 
per cent for 1998.4-5 per cent 
in 1999 and 6 per cent In 
2000. It also contained an 
agreement to curb inflation 
to 7.&&S per cent this year 
and 6-7 per cent next 

Critically for the financial 
sector, measures designed to 
reform the b anking sector - 
such as raising banks’ capi- 
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tal to encourage rationalisa¬ 
tion - were also announced. 
The IMF’s Philippine pack¬ 
age differs from those 
already agreed in T hailand, 
Indonesia and South Korea. 
Recognising there is no 
pressing need for refinanc¬ 
ing. it makes the funds avail¬ 
able only on a stand-by 
basis. 

The bourse has also leapt 
at renewed corporate activ¬ 
ity in the form of the 3£bn 
pesos (694.6m) buy by Ayala 
land the country's flagship 
property group, of a 38 per 
cent stake in C&P Homes; 


the low-cost homebuilder. 
The deal Is the biggest such 
play since the Asian turmoil 
began last July. 

But some increasingly feel 
the market may be racing 
ahead of itself even given 
the generally uncontested 
view of economists that for 
various reasons, the Philip¬ 
pines has emerged from the 
Asian crisis less battered 
than its neighbours. 

Matthew Sutherland, head 
of research at Paribas Asia 
Equity, sees a more bearish 
outlook far the market, 
which is now trading on a 


prospective price/earnings 
ratio, based on 1998 earn¬ 
ings, of 17 times. 

“The market has bottomed 
out at 1,500 points, has had a 
sensible bounce, but we feel 
there is lots of bad news 
ahead," he says. “Inflation 
will start to filter through, 
elections are coming up. 
Indonesia looks awful, and 
we still haven’t had any big 
bankruptcies in Manila. I 
think youH start to see some 
profit-taking." 

Mr Sutherland points to an 
emerging debt problem of 
about L3bn pesos at National 
Steel Corporation as one 
example of the shape of 
things to come. 

There should be sufficient 
question marks on the 
short-term political and eco¬ 
nomic landscape in the Phi¬ 
lippines to make investors 
cautious about joining a 
stampede into the market. 
So for, liquidity has ruled 
the day and Manila has, 
against most predictions, 
enjoyed a bullish start to the 
Year of the Tiger. But, as 
both Mr Sutherland and Ms 
Connor agree, on fundamen¬ 
tal valuations little looks 
cheap at these levels. 


Powerscreen discussed 
unit’s pricing problems 


By Robert Wright 

Barry Cosgrove, the finance 
director of Powerscreen 
International, attended a 
meeting to discuss pricing 
problems at the Northern 
Irish engineer’s Matbro sub¬ 
sidiary more titan two weeks 
before Powerscreen issued 
shares without announcing 
the difficulties. 

Mr Cosgrove attended the 
meeting at Matbro’s Tet- 
bury, Gloucestershire head¬ 
quarters on December 1, 
more than two weeks before 
3m Powerscreen shares were 
Issued on December 18. It 
was nearly another two 
months before the pricing 
problems and other malprac¬ 
tices - for which Power- 
screen is taking a £46.7m 
($77.7m) provision - were 
announced. 

The finance director’s 
presence at the meeting 
would suggest strongly Pow- 
erscreen’s main board was 
aware there were serious dif¬ 
ficulties at the subsidiary 
before the share placing. 

At the sales me et ing , staff 
say they were told by James 


Nicholson-Smith. the new 
managing director of Mat¬ 
bro, that their prices were 
uneconomically low. They 
were told to return to cus¬ 
tomers and cancel prices for 
existing orders. Many of the 
sales staff and the then sales 
director, Brendan McGrath, 
have since left 

Mr Cosgrove's presence 
was confirmed by a sales 
representative who was pres¬ 
ent at the meeting and by a 
senior member of staff. 

The sales pmsan said; “He 
[Cosgrove] had never 
attended a [Matbro] sales 
meeting before." 

Powerscreen announced 
the losses on January 27, 
saying It would take a 
charge of £46.7m against tbe 
present financial year’s prof¬ 
its to cover losses at Matbro 
from mispricing, problems 
with warr anty payment and 
unauthorised discounting of 
bills of exchange. Matbro 
makes specialist tractors. 

Powerscreen's share price 
collapsed on news of the 
losses. The shares were 
552VVP on January 26. They 
closed at 200p on Friday. 


Powerscreen would not 
comment on the new claims, 
except to say that issues 
such as the board's know¬ 
ledge of events would be 
examined In a report being 
compiled by KPMG, Power- 
screen's auditors. 

Tbe claims are likely to 
add to the concern of Power- 
screen shareholders who 
bought shares in tbe placing. 

Des Doran, director of 
investment for Ireland at 
Standard Life, which bought 
shares in thp issue, said: “If 
the company or its officers 
were in possession of infor¬ 
mation which, if it had been 
known, would materially 
have affected the price at 
which those shares were 
issued, there is a case for the 
Stock Exchange investiga¬ 
ting the matter." 

He called for an investiga¬ 
tion into whether sharehold¬ 
ers who bought the shares 
should be compensated. 

Powerscreen said at the 
time of the January 
announcement it had no way 
of knowing there was a prob¬ 
lem at Matbro at the time of 
the share issue. 


Rolls-Royce attracts 
third German group 


By John Griffiths 

A third German party other 
than BMW and the Volkswa¬ 
gen group is interested in 
acquiring Rolls-Royce Motor 
Cars and Is expected to put 
in a hid through intermedi¬ 
aries within 10 days. Insiders 
close to the sale said at the 
weekend. 

They added that there 
were “more than three hut 
less than six" groups 
regarded as serious contend¬ 
ers to buy the Crewe-based 
luxury carmaker, put on sale 
by its parent Vickers, the 
industrial group, through 
advisers Laxard Brothers 
late last year. 

Neither Vickers nor haz¬ 
ards would Identify- the 
financial institution under¬ 
stood to have made the 
approach on behalf of the 
third German concern. The 
disclosure will inevitably 
raise speculation that Mer¬ 
cedes-Benz, BMW's German 


arch-rival, has had a change 
of heart and may have 
decided to pursue the UK 
carmaker after all. 

However, this would be 
directly contrary to a cat¬ 
egoric declaration by Jurgen 
Shrempp, Mercedes-Benz 
chairman, at the Geneva 
motor show less than a 
month ago that his company 
would not seek to buy the 
British concern. 

Three years ago it believed 
It had reached agreement 
with Peter Ward, then 
Rolls-Royce chief executive, 
and Us board that Mercedes- 
Benz would supply the 
engines and other technolog¬ 
ical input for the generation 
of Rolls-Royces and Bent¬ 
leys, starting with the Silver 
Seraph unveiled at Geneva. 
However, Vickers awarded 
the deal to BMW over Mr 
Ward's head, prompting his 
resignation. 

The sale has become con¬ 
troversial, with Bernd Pis- 


chetsrieder, BMW chairman, 
criticising the way it has 
been conducted and the pro¬ 
cess taking longer than 
expected. 

With two other groups 
also known to be planning to 
make bids, Insiders envisage 
a “Dutch auction" starting 
from around mid-April 

A m anagement buy-in con¬ 
sortium led by Kevin 
Morley, a former senior 
Rover Group executive, is 
poised to bid, as is a group of 
enthusiasts calling itself a 
“customer buy-out" consor¬ 
tium, led by barrister 
Anthony Shrlmpton. 

Although both claim to be 
adequately funded, they wfll 


ADR 
wins bid 
for SA 
stake 


By Victor Manet 
in Johanmslwy 


Aeroporti di Roma (ADR), 
operator of Rome’s airports, 
will make South Africa the 
target of its first overseas 
investment after winning 
the bidding for 20 per cent erf 
Airports Company South 
Africa, which is being partly 
privatised by the South Afri¬ 
can government 

Mac Maharaj, South 
Africa’s transport minister , 
and ADR announced yester¬ 
day that ADR International 
Airports South Africa had 
beaten BAA of the UK, 
Schlphol of the Netherlands 
and a joint hid from Frank¬ 
furt and Montreal 

ADR’s offer of R8l9m 
($164£m) for the stake val¬ 
ues Acsa’s nine South Afri¬ 
can airports at R4.09bn. 
higher than previous esti¬ 
mates. 

"This vote of confidence in 
our economy from four 
world-class operators in the 
market strikingly contra¬ 
dicts the pessimistic view of 
the credit-rating agencies," 
Mr Maharaj said. 

“Few parastatals in this 
country have so firmly 
grasped the challenges of 
open markets and global 
competition as the airports 
company has done." 

ADR South Africa is 69 per 
cent owned by ADR, with 
the rest held by ABN Amro 
Ventures. Cofiri and Part¬ 
ners. LDV Holding (part of 
IM1), Robert Fleming and 
Sixnest It has an option to 
buy a further 10 per cent of 
the company when Acsa is 
floated on the Johannesburg 
Stock Exchange in two or 
three years. 

ADR has also undertaken 
to second executives from 
Italy to South Africa and to 
help train Acsa employees In 
its new role as Acsa's “stra¬ 
tegic equity partner". ADR 
was listed In Milan last year. 
It is controlled by IRI, Italian 
state holding company but 
EEU is to divest its stake by 
the end of this year. 

Acsa estimates that its net 
profit in the year to March 
31 this year wfll be about 
R224m. up from R189m the 
previous year, on turnover 
up from R578m to R704xn. 

Private sector business 
executives in South Africa 
have accused the govern¬ 
ment of proceeding too 
slowly with privatisation, 
but Mr Maharaj said the air¬ 
ports deal underlined tbe 
government’s intention to 
become a regulator of trans¬ 
port rather than an operator. 

The government is using 
privatisation as an opportu¬ 
nity to "empower" black 
South Africans, and once the 
ADR deal has been com¬ 
pleted an additional 10 per 
cent erf Acsa wfll be offered 
to black investors, probably 
in May. Employees will also 
be eligible for shares. ' 


NEWS DIGEST 



Western banks shun LOT 
sale after dispute on laws 

Several trig western investment banks have slummed a tender for 
the position of privatisation adviser to the sale of Poland's state- 
owned LOT alrUne in the wake of a dispute over the country's 
public procurement laws. The banks indude Martin Lynch and 
Goldman Sachs, which bid fn Poland’s last c o nt r o v ersial tender 
for an advisor to the sate of TeiekomunScacga Polska, the national 
telecommunications operator. The two US banks and SBC War¬ 
burg, which also decided not to bid for the LOT contract, had 
sought to advise on the sale of the Polish airline In a series of 
tenders dating back to 199a These foundered when previous 
governments decided to shelve privatisation. 

Nevertheless, nine western-led banking consortia Inducting ING 
Barings and Dresdner Ktefawort Benson participated In the tender 

In spite of doubts over the procurement lews, originally crafted to 
expose potentially fraudulent local bidders. Polish officials In 
charge of the tendering process admit the laws need to be 
chengeetto accommodate western banks. Many investment 
banks fbutd themselves disqualified for advisory work on the sate 
of the Pekao SA bank and TPSA on technicaHties. 

Banka which have bid for LOT are Chase Manhattan, which 
has teamed up wtth Donaldson Lufkin and Jenratte, and the local 
tank Handlowy. J.P. Morgan is bidding with the Central European 
Trust consulting company. Also represented are Soctett Gdntoale 
with Creditanstalt Other srdups are headed by HSBC, ABN Amro 
and the Boston Consulting Group. Chris Bobinsfci, Warsaw 

HUNGARY 


Mol shares jump 

Shares m Hungarian oH and gas company Mol rose strongly on 
the Budapest Stock Exchange on FHday to dose at a record high 
of Ft6,800, up Ft380, or 5.9 per cent overnight and valuing the 
company at some $3.2bn. The Jump followed the dose of the 
third international altering of Mol on Thivsday, whan an 11 per 
cent stake was on offer. Tbe share price in the inter na tio na l after 
was fixed at Ft6.330- 

Frida/a dose capped a remarkable month-lor Md, the stock 
rising almost S3 per cent from February 21. Local analysts were 
surprised when Hungarian privatisation company APV and global 
co-ordinators Dresdner Kleinwort Benson and CAJB In ve st ment 
Bank announced a maximum share price of Pt6,100 for the 
domestic ratafl offering on March 6, at a time when the market 
price was only Ft 5,700. 

With the ratal domestic o ffe ri ng subscribed five tones, APV 
announced it would transfer 1.5 per cent of the stake available in 
the international offer to the domestic tranche, giving domestic 
retail Investors a total 2J& per cent stake. At the same time, 1 per 
cent green shoe Is expected to be called for the heavily sub¬ 
scribed international offering, leaving a total 7.72 per cent stake 
available for Institutional investors. The offer b expected to raise 
over $300m for APV. Keefer Eddy, Budapest 


CARMAKERS 

VW sets price 

Volkswagen, the German car group, has set a prtoe of DM1,010 a 
share for its forthcoming rights issue, a big discount on its dos¬ 
ing level of DM1,450 a share on Friday. The price is the same as 
that announced last October, when the rights issue was first 
. unvoted: under German nies It could not be raised. 

Shareholders are being offered one new share for"every 13 
held in the issue, which b expected to rase DM3 bn ($1.6bn). 
Vincent Boland 


RESULTS 

Israel Chemicals rises 46% 

Israel Chemicals, the export-driven chemicals group, yesterday 
sad net profits jumped 46 per cent test year, fuel ted by a shift 
towards more profitable products. But losses at the group's mag¬ 
nesium plant, a joint venture between Dead Sea Works, a subsid¬ 
iary of ICL, and Volkswagen of Germany, kept profits flat during 
the fourth quarter. 

Net profits efimbed 46 per cent from $89.4m to $101,4m in 
1907. Revenues inched up 3 per cent from $1.636bn to 
$1.685bn. Av! Machfisi Tel Aviv 


OIL ALLIANCE 


US/Russian deal 

Schl um berger, the international oil services group, Is to unvefl a 
strategic alliance tomorrow with Yuksl, Russia's biggest oil com¬ 
pany. under which the tetter will outsource some of its Russian 
oilfield services operations. The deal is likely to give Schlumber¬ 
ger a substantial stake in developing Russia's vast ofl reserves. 
The company said on Friday that the move was "a landmark stra¬ 
tegic alliance”, but gave no further details. 

Mr Baird said last September that Schlumberger was planning 
a significant push into Russia and predeted that the country 
could eventually rival the US as its biggest business ansa. It 
planned to develop manufacturing and engineering operations but 
the most advanced technology would be Imported. Mr Btord also 
said there would be no joint equity companies. Vincent Boland 


PORTUGAL 


Paper and pulp in shake-up 

Portugal is embarking on a large-scale restructuring of the coun¬ 
try’s puip and paper sector that will Involve the sale of 105 per 
cent of the capital of Soporcel. Under the plan, the state la to 
reduce fts holding in Soporcel, Portugal's second largest pulp 
and paper maker, from 50-5 per cent to 40 per cent Arjo Wig¬ 
gins. the Anglo-French paper group, is to cut its stake from 43.3 
per cent to 40 per cant Thb Is expected to be achieved by the 
sate of Soporcel stock to ron-etrategfc Institutional Investors. A 
new holding company to co-orcflnate state Interests in one of 
Portugal’s most Important industrial sectors is also to be set up. 
Pater Wise, Lisbon 


Rare offering from Malawi 


By Vincent Botaud 

A rare international equity 
offering from southern 
Africa was completed last 
week when a stake hi the 
biggest company In Malawi 
was sold to domestic and for¬ 
eign investors in a private 
placing. 

Equity Issues from the 
Maghreb and South Africa 


saw a 22 per cent stake in 
Press Corporation, a con¬ 
glomerate with interests in 
trading; fuel* brewing, prop- 


investors to get a small 
amount of money,” said Ia n 
Hannam, head of global capi¬ 
tal markets at Robert Flezn- 


erty, tobacco, banking and ing, lead manager fo r t>, 0 
insurance, sold to investors deal. i*But it Is a stem in 

• aij ir u i u i ^_■. ... v . _ 


have difficulty convincing are relatively common, but 
Vickers and Rolls-Royce those from southern and 


Aerospace - which holds the 
rights to the use of the 
Rolls-Royce name - that 
they have adequate 
resources to fund a viable 
long-term future for the com¬ 
pany . 


central Africa are extremely 
rare. 

The Malawi stock market 
Is capitalised at just $ll 0 m 
and Is the smallest In 
southern Africa. 

The 312.8m transaction 


including Old Mutual 
Malawi, a unit of the South 
African hfe assurance group. 

The shares were sold by 
Brass Trust, a public trust in 
Malawi Following the plac¬ 
ing. the trust’s stake in 
Press Corp was 71 per cent. 
Apart from Old Mutual 
Malawi, which already 
owned 7 pa- cent of Press 
Corp, most of tbe other new 
investors were UK institu¬ 
tions. 

“We needed to see a lot of 


opening up African capital 
markets to international 
investors." 

Of the 24.15m shares in the 
placing, 15.55m were in the 
form of Global Depositary 
Receipts, expected to be 
listed in London this year. 
Another G D B. offering is al«n 
planned, as is an offering to 
Malawi investors. 

According to Flemings. 
Press Corp accounts for 
about 12 per cent of Malawi’s 
Kross domestic product 
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GR0UP un ked wrm random house 

Bertelsmann 

sflent on talk 
of US buy 


By Frederick St&demann in 
Both and Ralph Afldns m Bom 

Bertelsmann, the world's 
third biggest media com¬ 
pany, said yesterday it 
would today be iwairrng wn 
"important" strategic 
announcement, but the Ger¬ 
man group declined to com¬ 
ment on speculation it was 
about to ftilfi] its amb ition of 
acquiring a US publishing 
house. 

In a statement, Bertels¬ 
mann described a German 
media report that it was 
about to buy Random House, 
of the US. was “one of 
many* speculative ideas that 
had been circulated ahead of 
a press conference in 
Munich today. But it said 
work was con tinuing ahead 
of the announcement and 
nothing would be said until 
this afternoon. The confer¬ 
ence win take place shortly 
after the start of business in 
New York. 

Similarly,. Bertelsm ann 
refused to comment on sug¬ 
gestions it might announce a 
cooperation agreement with 
G6n6rale des Eaux, the 
French conglomerate that 
this month absorbed Havas, 
the French media company. 
Another possibility is that 
Bertelsmann is about to 
revise plans for a German 
digital pay-television ven¬ 
ture in conjunction with the 
Kirch media group. The ven¬ 
ture ha« run into problems 
winning clearance from 


European Union competition 
authorities. 

Bertelsmann is based in 
GQtersloh, in north Ger¬ 
many, but many of its Euro¬ 
pean music, publishing and 
entertainment businesses 
are based in Munich, in the 
south. 

The group has made no 
secret of its wish to acquire 
a US publishing house to 
add to its existing book pub¬ 
lishing activities in the US, 
which include Doubleday 
and Bantam. 

Other US companies 
suggested as possible 
Bertelsmann takeover tar¬ 
gets have included McGraw- 
Hill, the US business and 
educational publisher, and 
Houghton Mifflin, the gen¬ 
eral trade publisher. 

A significant acquisition 
would mar k another stage in 
the privately-owned Bertels¬ 
mann group's evolution from 
a business based on book 
clubs and general publishing 
into a wide-ranging interna¬ 
tional entertainment and 
media concern. 

Thomas Middelhoff. board 
member responsible for mul¬ 
timedia activities who was 
last summer namwi as chief 
executive designate, is cur¬ 
rently working feu* Bertels¬ 
mann i& the US. He will suc¬ 
ceed Mark WOssner, who 
will make today's announce¬ 
ment 

Bertelsmann has turnover 
of about DM25bn ($13.7bn) a 
year. 


France to share 
risk on China 
guarantees 


By Andrew Jack ia Paris 

Thq French government has 
signed a pioneering SlOOm 
reinsurance contract with 
commercial insurers to 
share the risk on its 
long-term guarantees given 
to businesses investing In 
China. 

Sovereign Risk Insurance, 
based in Bermuda, which Is 
acting as an agent for XL 
Insurance Company and Ace 
Company, along with Scar, 
the quoted French reinsurer, 
will form a pool to share 
some of the political risk 
insurance underwritten by 
the French government over 
a 10 -year period. 

Coface, which will retain 
20 per cent of the risk, is a 
French export 'insurance 
group which manages 
long-term cover on behalf of 
the French state, but leaves 
the state to reimburse any 
claims, it is held by private 
sector companies and will 
soon be controlled by Scot. 

The premium on the rein¬ 
surance contract is equiva¬ 
lent to the rates charged by 
Coface of 1 per cent of the 
total cover, or about $im. 

Coface officials stressed 


that the action did notTelate 
to concern by the French 
government about the politi¬ 
cal or economic situation In 
China, and that tile deal had 
been under negotiation since 
last summer, ahead of the 
Asian crisis. 

They said it reflected 
instead a new policy by the 
French government to share 
the risk on its long-term con¬ 
tracts, in the wake of sub¬ 
stantial cumulated deficits 
during the 1980s. 

The move also comes at a 
time of significant surplus 
capacity in the reinsurance 
market, which made the cost 
of the operation attractive, 
and after the growth in the 
use of such techniques to 
underwrite long-term cover. 

Coface has already begun 
adopting a series of more 
sophisticated approaches to 
handling the French govern¬ 
ment's cover, including a 
securitisation of claims held 
on Poland. 

Officials said the move 
was a first in continental 
Europe, although precedents 
had been established for sim¬ 
ilar reinsurance on 
long-term political risk cover 
In the US. 


Monument 
poised for 
deal to 
export oil 
via Iran 


ByViigbta Mash 

Monument Oil & Gas, the 
UK independent exploration 
company, is today expected 
to announce an innovative 
and controversial deal that 
will involve the export of oil 
through Iran. 

The deal - thought to be 
the first of its kind involving 
a western oil company - is 
likely to irritate the US 
government, which forbids 
US companies from trading 
with or investing in Iran. 1 

However, the move is a 
sign of the growing determi¬ 
nation of western oD compa¬ 
nies to do business with 
Iran, in spite of opposition 
from the US. 

Under pressure from 
Congress, the Clinton 
administration is 
considering sanctions 
against Total, the French oil 
group, and its partners 
because they have signed a 
$2bn gas investment 
contract with Iran. 

Monument, whose chief 
executive is Tim Eggar, a 
former Conservative energy 
minis ter, is believed to have 
agreed with the state-owned 
National Iranian Oil 
Company to supply oQ from 
its interests in 
Turkmenistan to Iranian 
refineries in the north of the 
country. 

In return, the UK group 
will receive Iranian oil in the 
Gulf. Most of Iran's oil is 
produced in the south of the 
country, which is divided 
from the more populated 
north by formidable moun¬ 
tain ranges, rrmnpHflatiTig oil 
transportation. 

Monument is also set to 
announce that it has made 
its first exports of Turkmen 
oil - some 4,700 tonnes - via 
an alternative route across 
the Caspian Sea to Baku, the 
Azerbaijan port. 

The Iranian arrangement 
is thought to be more cost- 
! effective, but the company 
has been keen to have alter¬ 
native export routes. 

In addition, Mobil, its US 
partner in Turkmenistan, 
wm only be able to use the 
Azerbaijan route because of 
US sanctions. 

Monument has established 
a strong position in Turk¬ 
menistan. but there had 
been question marks over its 
ability to export from the 
former Soviet republic. 

The company is redevelop¬ 
ing the country's Nebtt Dag 
! oilfield and expects to hit its 
consortium’s local produc¬ 
tion to 20,000 barrels of oil a 
, day by the end of the year, 
up from about 6^00 barrels a 
I day at present 

Until now, energy-rich 
Turkmenistan has made few 
, oil exports. It has recently 
j fallen heavily into debt after 
| gas exports to Russia were 
stopped because of disputes 
on tariffs. 

However, it recently inau¬ 
gurated a 5200m gas pipeline 
to Iran that will enable it to 
supply power stations there. 

Royal Dutch/Shell is 
1 studying the feasibility of a 
gas export line that would 
run from the big gas fields 
in eastern Turkmenistan 
1 to Turkey via northern 
t Iran. 


Giribaldi sells stakes in 
De Benedetti companies 


By Paul Betts in RBan 

Luigi Giribaldi. the Italian 
financier based in Monte 
Carlo, has sold his stakes in 
Cir and 1 Cofide, ending 
months of speculation over 
the future of the two holding 
companies of Carlo De Bene¬ 
detti, the former Olivetti 
chairman. 

Mr Giribaldi had accumu¬ 
lated a 20 per cent stake in 
Cofide. the De Benedetti 
famil y holding, and 26 per 
cent in Cir, the industrial 
ho l din g controlled by Mr De 
Benedetti through Cofide. 
The stakes were sold with 


significant capital gains. 

Mr De Benedetti had 
become increasingly con¬ 
cerned over Mr Giribaldi's 
raid on his companies and 
decided to pre-empt any hos¬ 
tile moves by acquiring addi¬ 
tional shares in his compa¬ 
nies to ensure himself 51 per 
cent control. 

Mr Giribaldi started build¬ 
ing his stakes in the De 
Benedetti companies when 
Mr De Benedetti was under 

heavy pressure as a result of 
the deep crisis that two 
years ago hit Olivetti, the 
It a lian information technol¬ 
ogy and telecommunications 


group. Mr De Benedetti was 
subsequently forced to 
resign from Olivetti and also 
announced his intention of 
shedding his stake in the 
company. 

Mr De Benedetti had been 
puzzled by Mr Giribaldi’s 
motives in building up 
stakes in his companies. In 
turn, the raid increased the 
market’s interest in the two 
companies contributing to 
the rise in their share prices. 

Mr Giribaldi said he had 
sold his stakes in the compa¬ 
nies cashing in a capital gain 
of between L200bn and 
L250bn ($U0m-$139m). 


BUSINESSES FOR SALE 


Appear Iri the Financial Times 
every Tuesday, Friday and Saturday. 

Ftor further information, or to advertise in this section, 
please contact 

Marion Wedderbum on +44 0171873 4874 
or Melanie Miles on +44 0171 873 3349 


Roche shows signs of spluttering 

Growth is slowing and concerns are growing about the Swiss drug group’s strategy, reports William Hall 

.. middle on whether to recom- THp tmhr drihhline mrt of 



Market 

movers 


If Roche made cars ratter 
than drugs, it would be 
regarded as the Rolls-Royce 
of the pharmaceutical world. 

Over the past decade its 
earnings have grown at a 
compound rate of 25 per cent 
a year, the price of its non- 
voting securities has risen 
from less than SFr900 to 
more than SFrl6.000, and It 
has one of the highest 
research spends and success 
rates in the global drug 
industry. 

However, the steady purr 
of Roche's normally reliable 
pharmaceutical engine has 
been replaced by an annoy¬ 
ing splutter. 

Roche's underlying sales 
growth in 1997 fell from 10 
per cent to 4 per cent This 
week it is likely to report its 
first fall in profits for more 
than a decade because of a 
need to take a big restructur¬ 
ing charge to cover its 
SFrISbn ($l 0 bn) acquisition 
of Boehringer Mannheim, a 
private German pharmaceu¬ 
tical company. 

In addition, several of 
Roche’s potential new 
“blockbuster" drugs, which 
were supposed to revive its 
flagging sales growth, have 
run into serious problems. 

The biggest disappoint¬ 
ment has been Xenical, the 
first of a new kind of anti¬ 
obesity drugs ahnfiri at Ihe 
$30bn-a-year US market far 
weight loss drugs and diet 
pills. 

Last May a US Food and 
Drug Administration panel 
unanimously approved the 
drug. But just over a week 
ago. the same panel changed 
its mind and split down the 


middle on whether to recom¬ 
mend the drug because of 
fears about breast cancer in 

women. 

The FDA has overruled its 
independent advisers before, 
and Roche appears confident 
that it will get the go-ahead 
by the FDA’s May deadline. 
However, it may well be 
forced to insert strong warn¬ 
ings on the product label 
which could damage its sales 
potential. 

It has already had to rela¬ 
bel Posicor, another poten¬ 
tial wonder drug, after it 
was found to be poorly com¬ 
patible with other cholester¬ 
ol-reducing heart drugs. 

Meanwhile, analysts ques¬ 
tion Roche’s decision to use 
most of its SFrlSbn cash pile 
over the past year to acquire 
Boehringer Mannheim, a 
diagnostics company, and 
Tastemaker, a US food 
beverage additives company. 

The farmer makes Roche 
number one in dia gnraing 
people’s illnesses, which it 
believes is an Increasingly 
important adjunct to the 
drug industry; Tastemaker 
makes it undisputed world 
Toadar in fragrances and fla¬ 
vours. But both are much 
lower margin businesses 
than pharmaceuticals. 

Many analysts believe that 
the money might have been 
spent in the pharmaceutical 
industry, where Roche is 
starting to dip behind tte 
industry leaders. 

Two years ago it ranked as 
the world’s llth biggest com¬ 
pany by market capitalisa¬ 
tion and Europe’s second 
biggest By the end of last 
year it had slipped to num¬ 
ber 17 in the world league 
tables and number five in 
Europe. 

Its shares underperformed 
the Swiss market in 1S96 and 
1997. 


The news dribbling out of 
Roche’s Basle headquarters 
over the past few months 
has been almost universally 
negative. 

Last week. Goldman Sadis 
took Roche off its global pri¬ 
ority list and Merrill Lynch 

cut its “buy* recommenda¬ 
tion. Salomon Brothers has 
reduced its 1998 earnings 
forecast for Roche, to SFr454 
a share, which is virtually 
unchanged from what Roche 
earned in 1996. 

Salomon is at the low end 
of analysts' 1998 forecasts. 
But other analysts are down¬ 
grading their longer-term 
growth projections as they 
digest Roche’s recent 

fltwiftimi’wnmfa ; 

Mark Tracey of Goldman 
Sachs, who has turned neu¬ 
tral on the whole pharma¬ 
ceutical industry, has 
reduced his five-year fore¬ 
cast for Roche’s top-line 
sales growth from 9 per cent 
to 7.3 per cent He is also 
less optimistic about mar¬ 
gins. 

Roche has already warned 
that acquisition-related 
charges will have a “signifi¬ 
cant negative effect" on its 
1997 results and analysts 
expect profits to be 
depressed by a restructuring 
charge of anywhere between 
SFr750m and SFrL5bn. Bank 
Sarasin in Basle expects a 
SFr900m after-tax restructur¬ 
ing provision which would 
result in a 17 per cent fell in 
Roche’s 1997 net income to 
SFrSJttm. 

The size of the charge is 
far from the most pressing 
question for the investment 
analysts who meet Franz 
H ume r, Roche’s new chief 
executive, on April 8. 

They want reassurance 
about the wisdom and ratio¬ 
nale of Roche’s quantum 
leap in diagnostics; what 


Roche; stowing growth 


Dr Franz Hamer, 
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steps are being taken to 
speed up the transfer of new 
ideas from Roche's research 
laboratories into commer¬ 
cially successful products; 
and whether Roche's acquisi¬ 
tion of Boehringer Mann¬ 
heim means that it has 

closed its mind to further 
acquisitions in the global 
pharmaceutical industry. 

If Roche were to make a 
big move it would have to 
abolish its antiquated capital 
structure, which allows the 
founding famili es to control 
the company even though 
they only account for 13 per 
cent of its market capitalisa¬ 
tion. 

Their shadowy influence 
may already be on the wane. 
Paul Sacber, the most influ¬ 
ential figure, turns 92 next 
month, and recently a near 5 
per cent stake in Roche’s 


1993 9» » 9$ w er 


tightly held voting shares 
chang ed hands »mid specu¬ 
lation that It might have 
been bought by Kurt Engel- 
horn. 71, who sold Boehrin¬ 
ger Mannheim to Roche. 

Roche, unlike Novartis, 
which was created from the 
merger of Sandra and Ciba, 
has never gone out of its 
way to court the interna¬ 
tional Investment commu¬ 
nity. 

Its record spoke for itself 
and the shareholding of the 
founding families assured its 
independence. 

However, recent events 
suggest that it may soon be 
forced to drop its traditional 
Swiss-German reserve, espe¬ 
cially if, as many analysts 
suspect, it decides to signal 
its willingness to join the 
global merger and acquisi¬ 
tion waltz. 


Societe Generale Group 
1997 annual results 


&l§|j 










Rise in net income to FRF 6.1 bn (+34%) 
and in net earnings per share (+22%) 
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Provisions in the amount 
of FRF 4^Mm to cover risks 
in South-East Asia 

Coverage of risks in South-East Asia is 
broken down as follows: 

. FRF 1.9bn of provisions for identified 
risks and asset depreciation; credit risk 
(FRF 1 bn), depreciation of securities and 
goodwill (FRF 0.9bn). 

. FRF 3bn of prudential general provisions: 
credit risk (FRF *L5tm) and capita! market 
risk (FRF 0.5bn). 

Consolidated net income up 34% 

. Net banking income reached FRF54.7bn, 
up 12% when adjusted for changes in 
Group structure, which reflects the 
growth in activity. 

Net allocation to provisions stood at 
FRF 7.6bn in 1997 (of which FRF 3.5bn 
relating to Asian commitments), against 
FRF 4.8bn in 1996. 

. The very high level of income from long¬ 
term investments (FRF 3.4bn) reflects the 
continued reduction of the shareholding 
portfolio. At the end of December 1997, 
unrealised capital gains reached a record 
level of FRF 12bn, against FRF 5.3bn at 
31 December 1996. 


. In total, net income amounted to 
FRF 6.1bn in 1997, up 29% when 
adjusted for changes in Group structure, 
net earnings per share came out at 
FRF 63.40, an increase of 22%. 

Group’s capital base reinforced 
At 31 December 1997, Group shareholders’ 
equity stood at FRF 63.4bn, an increase 
of FRF 7.7bn in relation to 1996. 

Dividend up 20% 

The dividend proposed by the board of 
directors at the Annual Shareholders’ 
Meeting Is FRF 21 per share (FRF 31.5 
including the tax credit) against FRF 17.5 
in 1996, corresponding to a distribution 
ratio of 335% of consolidated net BTcome. 


“The results for the 1997 financial 
year confirm the improvement in the 
Group’s core profitability and the 
strengthening of its capital base, as well 
as reflecting the validity of Soci6t6 
Gen6rale's strategy of developing along 
three axes ; retail banking in France, 
commercial and investment banking and 
asset management * 

Daniel Bouton 

• Chairman and CEO 


For furthor informa6ofi. pteasa const# ow Invostor Rotations department In Paris on -r33142145218 
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Metromail talks to 
ABI over GUS bid 


By WKam Leads to Mew York 
and Andrew EdgecSfle-Jotason 
In London 

Metromail, the US database 
company, is starting talks 
with American Business 
Information, the Omaha- 
based business information 
group that last week 
launched a hostile takeover 
in an attempt to snatch the 
company away from Great 
universal Stores, the UK 
mail order house. 

hi a statement issued an 
Friday, Metromall’s board 
said it had authorised man¬ 
agement and advisers to 
begin discussions with ABI 
“to better understand the 
offer, including financing 
conditions". 

On Wednesday, ABI 
announced an $850m bid for 
Metromail. topping an 
agreed offer by GUS. ABI 
also filed a legal action in 


the Delaware Chancery 
Court seeking to halt the 
$831m GUS-Metromall agree¬ 
ment The law suit is set to 
he heard on March 27. 

It states the GUS-Metro- 
agreement contains a 
number of provisions 

“improper in an auction pro¬ 
cess,” including a $15m 
break-up fee payable to GUS 
if the deal falls. The lawsuit 
also details a complaint 
about share option grants to 
Metromail's management 
during the auction. 

Metromail's statement said 

ABTs $33 a share cash offer 
was “subject to potential 
modest upward adjustments 
if it succeeds in invalidating 
the termination fee in the 
company’s merger agree¬ 
ment with GUS and certain 
stock options”. 

Metromail also said the 
fi nanc in g commitments ABI 
has provided were subject to 


conditions, including due dil¬ 
igence. 

Barton Faber, Metromail's 
chairman, president and 
chief executive officer, said 
Metromail's board of direc¬ 
tors “has acted appropriately 
at all times and we take 
great exception to the 
charges”. Mr Faber’s com¬ 
ments represent the first 
specific denial of the allega¬ 
tions in ABI’s law suit 
Issued by Metrou&iL 

In London, GUS said it 
would not comment on news 
of the talks between Metro- 
mail and ABL hut sources 
close to the bidding process 
said it was not expected to 
respond with any imminent 
increase. 

GUS bought Direct Mar¬ 
keting Technology last year, 
but believes its offer would 
result in fewer job losses 
than a bid from ABI, which 
declined to comment 


Moody’s cuts LTCB 
rating to near ‘junk’ 


By GHBan TeU to Tokyo 

Moody’s, the US credit 
rating agency, has cut the 
rating for Japan's Long 
Term Credit Bank to one 
level above “junk band" sta¬ 
tus, because of concern 
about its capital strength. 

It leaves the group with 
one of the weakest ratings 
among large Japanese 
banks. LTCB's shares fell 
Y13 to close at Y294 on Fri¬ 
day after the announcement 

LTCB’s senior debt rating 
has been lowered to Baa3. 
from Baa2, one level above 
speculative grade, Moody's 
said. The financial strength 
rating has also been cut 
from E plus, to E, the lowest 
level. 


The position of LTCB has 
attracted particular atten¬ 
tion in Japan recently 
because it concluded a path- 
breaking alliance with Swiss 
Bank Corporation last year. 
The two agreed to set up 
investment banking, asset 
management and private 
banking joint ventures. This 
represents the most fully 
fledged alliance concluded 
between a Japanese and non- 
Japanese hank so far. 

Earlier thin year LTCB’s 
share price fell sharply on 
speculation that the alli¬ 
ances migh t be unravelling 
after SBC entered a separate 
merger with Union Bank of 
Switzerland. 

However, last week SBC 
confirmed the joint ventures 


would go ahpwrt thin s ummer 
as a three-way alliance 
between SBC, UBS and 
LTCB. LTCB and SBC also 
plan to take a l per cent 
equity stake in each other In 
the next three weeks. 

Moody’s acknowledged the 
alliance with SBC would be 
a “positive development” for 
LTCB. However, it argued 
the earnings contribution 
from the joint venture would 
not be enough to o ff set the 
“continuing secular erosion 
Of its core hanking fran chis e 
under intensifying am peti¬ 
tion". And it expressed 
doubts about whether the 
bank's capital base could 
cope with more bad loans 
from south-east Asia and 
Japan. 


Tractebel lifted by growth 
in electricity and gas unit 


By NaH Baddey In Brussels 

Tractebel, the Belgian 
energy and engineering 
group, played down 
differences with its new 
ultimate shareholders, 
France’s Suez Lyonnaise des 
Eaux, as it announced an 8.4 
per cent increase in net 
profits far 1997. 

Pro-forma profits 
increased from BFrl5.1bn to 
BFrl6.4bn ($433m), fuelled by 
a more than four-fold 
increase in profits from the 
group's international elec¬ 
tricity and gas business. 


Before adjusting for last 
year’s merger of Tractebel 
with its formerly partly- 
owned subsidiary Powerful, 
the prior-year figure was 
BFrlZ09bn. 

Baron Philippe Bodson. 
.chief executive, insisted that 
last year’s merger of 
France’s Compagnie de Suez, 
the financial holding com¬ 
pany. with Lyonnaise des 
Eaux. the utility group, had 
not affected its strategy. 

He said changes in Tracte- 
bel’s statutes to 'preserve its 
autonomy from its French 
ultimate parent - which 


holds 50.3 pm- emit of Tracte¬ 
bel via the Belgian holding 
company Soci&tt G€n£rale 
de Belgique - had worked as 
intended. 

But analysts believe Trao 
tebel’s long-term wish is to 
merge with Electrabel, the 
electricity monopoly which 
is Belgium’s biggest com¬ 
pany by market capitalisa¬ 
tion and of which Tractebel 
owns 39 per cent 

Mr Bodson did not rule out 
a merger, suggesting such 
an idea was “in the air". 

A dividend up from BFrT7 
to BFr80.75 is is proposed. 


GROSS BORDER M&A DEALS 


BiDOOVINVESTOR 

TARGET 

SECTOR 

VALUE 

COMMENT 

Texas UtSKtes (US) 

Energy Group (UK) 

Power 

$7.43bn 

Market raids 

Ispat (UK) 

Intend Steel (US) 

Steel 

$1.43 bn 

Consolidation 

GUS (UK) 

Metromail (US) 

Business srwes 

$831 bn 

Problems emerge 

Associates Rrat Capital 
(US) 

□1C Finance (Japan) 

Financial srves 

$614m 

Deal with Dale! 

LDV (UKJ/Daewoo (S Kor 

1 JV 

Commercial 

vehicles 

$267m 

New LDV 

Ittsfine 

ABN Amro (N*tands) 

Bank of Asia (Thai) 

Banking 

$188m 

. Innovative pricing 

Sttho Energies (US) 

Cogenerations (Thai) 

Power 

$ioom 

Trend setter 

Thermo Electron (US) 

Unit of Graseby (UK) 

Monitoring 

$74m 

Smiths seis 

KST (US) 

Barcrost (UK) 

Leisure 

$70m 

Baas disposal 

Dunloe House (Ireland) 

Ewart (UK) 

Property 

$43 m 

Victory claimed 
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1997 RESULTS 



(to minions at Frmch fanes} 

1896 

1997 

97/96 

Turnover 

Operating profit 

1,249.3 

156.Q 

1,3485 

187.6 

+ 7.9% 

+ 203% 

Net profit 

76.7 

84.4 

+ 10.1 % 


Investments in tangible and financial assets _703_608_ 

Adjusted earnings per share (in French francs) 15.06 F 16.58 F 

• The increase to sales, especially on the international front, has given rise to an increase In net 
profit, despfla an added burden of 9.7 million francs for corpoiMe and other taxes in France. 

• As a result of the January 28,1998 decree on homeopathic medicines. European mutations 
are now applicable within French law. This means that we will be able to place new medicines 
on the martet within the next few years. 

•The Board of Directors proposes the distribution of a dividend of 550 fanes together wito a 
tax credit of 2.75 francs. Including the shares resulting from a one-to-one split in July 1997, 
the total dividend payable increases by 122 %. 

• The ever-growing enthusiasm of physoans, pharmacists, and consumers for homeopathic 
medicines males it possible for the Bolron Group to foresee a surge In net profit for 1998. 


to dam d 6mU Wbmalfarr 
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Strang 
recruited 
by Bear 
Stearns 

By WBiain Lewis 


Bear Stearns, the US 
securities firm, has recruited 
one of the City of London's 
best known international 
merger and acquisitions spe¬ 
cialists to help spearhead its 
European investment bank¬ 
ing expansion plans. 

Richard Strang, formerly a 
director at Deutsche Morgan 
Grenfell the German invest¬ 
ment bank. Is joining Bear 
Stearns as a senior manag¬ 
ing director in its invest¬ 
ment hanking division. 

He will be based in the US 
firm's London office e n d will 
specialise in advising US Cli¬ 
ents on European M&A 
deals. Mr Strang left DMG 
last summer following con¬ 
cerns about the German 
bank's ambitions to develop 
global inves tmen t h anking 
operations. 

Analysts said on Friday 
Mr Strang's decisions to 
leave DMG and join Bear 
Stearns, a middle ranking 
Wall Street investment 
hank, is indicative of trends 
in global investment 

hanking 

Deutsche is one of several 
European banks to be imple¬ 
menting a shake up of its 
investment banking division, 
including staff cuts, while 
Bear Stearns is planning to 
increase its current London 
staff of 450 by more than 
half over the next two years. 

“It is a recognition of the 
feet that the powerhouses of 
investment hanking in the 
futur e are going to be those 
firms that have a strong US 
presence," Mr Strang said in 
an interview. He declined to 
comment on his reasons for 
leaving DMG. 

During his 20 year career 
at DMG, Mr Strang advised a 
number of US companies on 
M&A and financing deals 
including AT&T, the tele¬ 
communications giant, John¬ 
son & Johnson, Eastman 
Chemical, Colgate Palmolive 
and Dana Corporation. 

At Bear Steams, Mr 
Strang intends to focus 
mainly on telecoms compa¬ 
nies, including the provision 
of us financing to European 
telecoms companies. How¬ 
ever he will also advise cli¬ 
ents in other sectors. 

“Richard is a tremendous 
addition to our franchise as 
we expand our relationships 
and resources significantly 
in Europe,” said Alan 
Schwartz, head of Bear 
Steams’ global investment 
banking division. “He will 
play a major role in helping 
to build our investment 
banking team in Europe," he 
said. 


Hyundai may bid for Kia 


By John Barton in Seoid 

Hyundai Motor, the hugest 
of South Korea’s four car- 
makers, is considering a bid 
for bankrupt Kla Motors in a 
possible takeover battle with 
Samsung Motor. 

Hyundai’s absorption of 
Kia would represent a fur¬ 
ther consolidation of Korea’s 
troubled and crowded car 
industry and follow the take¬ 
over of Ssangyoog Motor by 
Daewoo, the nation's second 
biggest carmaker. 

Hyundai's bid for Kia 
would effectively block the 
expansion of Samsung 
Motor, which began car pro¬ 
duction this year, mi ght 
call into question the future 
of the nascent car venture. 
Hyundai and Samsung, the 
two largest Korean conglom¬ 


erates, have been bitter 
industrial rivals. 

Sammng has been negotia¬ 
ting with Ford Motor of the 
US on a possible strategic 

Hliinncp flint mi g ht Inrf ntln g 

joint bid for Kia, in which 
Ford has a combined 17 per 
cent stake with its Japanese 
partner, Mazda. 

Lee Yong-il, Hyundai 
Motor vice-president, con- 
finned the group was inter¬ 
ested in Kia. but said no 
decision on a bid will be 
made until a court rules on 
whether Kia should be 
placed in receivership after 
it went bankrupt last'year. 

A takeover of Kia would 
makt> Hyundai one of the 
world's top 10 carmakers 
with a production capacity 
of 3Rm v ehicles against im 
fbr Daewoo and a projected 


250,000 for Samsung. 

Hyundai’s announcement 
followed comments last 
week by Kim Daejung, the 
new Korean president, that a 
decision should be made on 
the future of Kia, which was 
nationalised last October to 

save it from collapse. 

The state-run Korea Devel¬ 
opment Bank became the 
largest shareholder in Kia by 
converting debt for shares, 
with the goal of eventually 
selling its stake. 

In an internal planning 
report that appeared in the 
Korean media yesterday, 
Hyundai appealed to nation¬ 
alist sentiment by arguing 
that its takeover of Kia was 
preferable to a joint bid by 
Samsung and Ford. 

“Sooth Korea’s entire auto 
industry could be destroyed 


if foreign firms, which are 
of South Korean firms 
in terms of technology, capi¬ 
tal and competitiveness, take 
over managerial rights of a 
local car company." 

Korea's car industry Is 
plagued by overcapacity. 
The Korean Automobile 
Man ufact urers' Association 
estimates domestic sales will 
fall by 40 per cent this year 
because of an economic 
recession, which will cut 
total sales by 20 per cent. 

Hyundai proposed the bid 
terms indude delaying pay¬ 
ment on half the principal of 
Kia’s estimated Won5JW0bn 
($3.45bn) debt by 10 years 
the other half by 20 
years. This would be s i milar 
to the debt restructuring 
plan offered to Daewoo for 
Its purchase of Ssangyong. 


INTERNATIONAL BONDS ANALYSTS EXPECT MORE FROM ERM'S NEWEST ENTRANT 


Greece on convergence path 


By Vincent Botand 
and Saner bkandar 


ID^av bend yfeU spend awr&enaafly 

* . 


tO-fBg-be mJaiM^b o nd ^elds 


Investors who had a long 
and pleasant holiday 
basking in the sun of Italian 
and Spanish bond market 
performance can now take 
their buckets and spades a 
little further down the 
Mediterranean. 

With its entry into 
Europe’s exchange rate 
mechanism last week, 
Greece is set to became the 
next market to see bond 
yields converge with those of 
the core European markets. 

Since . the surprise 
annnmi rpn ipn t , flccnm panipd 
by a 12.1 per cent devalua¬ 
tion of the drachma. Greek 
bond yields have tightened 
by nearly two percentage 
points ova* German bunds. 

With Greece long regarded 
as a risky emerging market, 
its yields were nearly six 
percentage points higher 
than bunds in the immediate 
aftermath of Asia’s finan cial 
turmoil last autumn. 

Last week may have 
changed things for good. 

On Friday, the 10-year 
yield stood at 8.40 per cent, 
down from 10.10 per cent a 
week earlier. Analysts agree 
there is a lot more to come, 
provided Greece sticks to the 
difficult path required to 
meet its goal of joining 
European monetary union 
by 2001. 

“The ERM entry finally 
makes Greece the major con¬ 
vergence story in Europe,” 
says Reiner Back, at Dresd- 
ner Kleinwort Benson in 
Frankfurt. Investor confi¬ 
dence should be bolstered by 
the devaluation, which “will 
reduce the fears of currency 
losses”, he adds. 

The attractiveness of 
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potential gains as bond 
yields fall toward German 
levels is enhanced by the 
fact that, even after last 
week’s rally, Greece still 
offers the highest yields in 
Europe. 

Paribas, in a report out 
today, describes it as “the 
new Emu high yielder”. 

Graham McDevitt, head of 
global bond strategy at Pari¬ 
bas in London, says Greece 
is following Spain and Italy 
in making a long term com¬ 
mitment to the fiscal and 
monetary criteria attached 
to membership of the single 
currency. Since Italy com¬ 
mitted itself to Emu, its 
bond market. Europe’s big¬ 
gest. has given spectacular 
returns. 

“If Greece is doing what 
Italy did. it is a great long 
term strategic bet. Unless it 
abandons the project, spread 
convergence will be the 
theme." Mr McDevitt says. 

Betting that Greece will 
soon be trading on a par 
with Germany and France - 
and arguably at lower yields 
than the UK - is far from 
risk-free, however. 

The bond market is illiq¬ 



uid and underdeveloped, and 
45 per cent of issues consist 
of floating rate notes. 

There is also no futures 
contract, which is a way of 
investing in the market 
without buying bonds. 

However, analysts said the 
development of screen-based 
trading for the cash market 
and the nomination of a 
number of primary dealers 
to trade In the bands should 
improve liquidity, which 
would encourage mor e con¬ 
ventional‘bond issuance and 
lengthen the yield curve. 
Currently, the longest-dated 
Greek bond is for 10 years. 

For Greece, the pain of its 
proposed adjustment to the 
single currency will 
undoubtedly be severe. Infla¬ 
tion, which might be pushed 
higher by the devaluation, 
will have to be kept In 
check, and some analysts 
say another devaluation can¬ 
not be ruled out 

Pensions and the labour 


market will also have to be 
reformed, and privatisation 
pushed through. 

But the rewards should be 
worth the pain. "We are 
quite optimistic Greece will 
be able to join Emu if the 
government maint ains a 
tight monetary policy and 
sticks with the structural 
re f orms it has announced,” 
says Francis Breeden, head 
of foreign exchange econom¬ 
ics at Lehman Brothers In 
London. 

“In principle, we could 
have a very inverted yield 
curve, with short rates stay¬ 
ing at current levels to keep 
inflation under control, 
while long term bond yields 
come down to the level of 
Emu participants by 20GL" 

Such a rally would offer a 
performance on Greek bonds 
similar to that enjoyed by 
Italian BTPs. which have 
shown annual returns of 
roughly 30 per cent in each 
of the past two years. 
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NEW YORK 


By ' WHfent Lewis h New York 

A slow start to the week in 
terms of company earnin g ^ 
and economic data 
anno un c ements is leading 
Wall Street analysts and 
traders to forecast 
continuing strength in the 
US stock market over the 
next few days. 

On Friday the Dow Jones 
Industrial Average in New 
York closed above 8300 for 
the first time, rising 10338 
points or 1.17 per cent to 
8306.43. 

Analysts say that 
announcements of note are 
not planned in the US 
market until Wednesday, but 
none is expected to cause 
equity and bond traders any 
big concerns. 

Wednesday sees the 
publication of February’s 
existing home sales and 
durable goods reports. In 
January sales of existing 
homes rose by 0.7 per cent 
and analysts are expecting 

Durable goods order 
growth is expected to have 
declined by 1 per cent in 
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February, following 
January’s advance of 1.8 per 
cent. The weakness in the 
report is expected to have 
come from the 
transportation and 

machinery sectors, says 
Donaldson L ufkin & 
Jenrette, the US investment 

hanlc 


LONDON 


By Pttfip Coggan 


The London stock market, 
which won and lost the 6,000 
level on the FTSE100 last 
Friday, is seen as delicately 
poised by market dealers. 

Last week's Budget caused 
no problems at all for 
equities; on the contrary, the 
prospect of a flurry of money 
coming into the market 
before the end of the 
financial year, because 
of the extension to tax 
breaks for peps and tessas, 
drove shares sharply 
higher. 

Although the FTSE 100 
captured the limelight, 
bursting through 5300 
then 6300 in only three days, 
it was the continuing power 
displayed by the FTSE 250 
and SmallCap indices that 
caught the eye. 

A long list of UK 
companies report this week, 
including three FTSE 100 
stocks, including Next, 

Nycomed Amersham and 
P & O and a host of 250 
constituents. 

hi the UK the market will 
be scrutinising the trade 
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figures to be published on 
Thursday, which bring 
overall trade numbers for 
January. 

These are expected to 
come in showing a deficit of 
£Libn, according to the 
consensus figure compiled 
by Standard & Pool's MMS, 
against December's £L3bn 
deficit 


FRANKFURT 


By Andrew Faber in franfcfurt 
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As Germany’s Dax blue chip 
jwfe* spurted past 5,000 
points on Friday, the 

Frankfurt stock exchange 
celebrated with a big cake. It 
did the same last July at 
4,000 points, but there are 
few bets on when the next 
cake-cutting will take place. 

At Friday’s close, the Dax 
was almost 2 per cent higher 
on the day at 5345.16, a gain 
of nearly 18 per cent so far 
this year. Last week’s rise 
was helped by derivatives 
trading, but traders and 
analysts are generally 
optimistic that the market’s 
rise will continue for a time. 
Levels of 5300 and 5300 are 
now seen as realistic. 

The strong dollar and low 
interest rates continued to ■ 
help the market, as did 
strong earnings statements 
from companies such as 
BMW. Volkswagen, Henkel 
and Krupp. This week, 
several German corporations 
- including VW, BASF and 
Dresdner Bank - will give 
further details of last year’s 
performance and an 
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indication of 1998 prospects. 

Markets will also be able 
to look ahead to the euro 
horizon, as the European 
C ommission anflihp 
European Monetary Institute 
- forerunner of the 
European central hank - 
both report an Wednesday 
on membership prospects for 
currency union. 


TOKYO 


By Pam A br a ha m s or Tokyo 
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Trading last week was 
dominated by rumours about 
the details of the latest 
government measures to 
boost the economy. The 
market will continue to be 
transfixed by the package 
until the outline is revealed, 
probably on Wednesday. The 
latest leaks from the ruling 
liberal Democratic Party 
suggest it will be about 
YlO.OOObn and mostly consist 
of a ddition al public works 
spending. The markets are 
hoping for cuts in corporate 
tax and permanent 
reductions in income tax to 
boost lacklustre consumer 
spending. 

Disappointment on the 
package’s size or the absence 
of significant and timely 
income tax cuts could hit the 
equity markets seriously, 
although band prices could 
rise even further. The yield 
is already at an all time 
record. LDP policy makers 
have said they want the 
Nikkei to reach 18,000 by the 

March 31 year end. It is 
currently at 16,830. If 18,000 
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is achieved, it should mean, 
in theory, that banks and 
other businesses with large 
equity holdings would not 
have to write off losses on 
the book value of their 
stocks. As the year-end 
approaches the market could 
also be hit by more 
bankruptcies and other 
nasty financial surprises. 


COMPANIES DIARY 


Schneider sees year-end 
surge to over FFr2bn 


Schneider, the French 
electrical engineering group, 
will tomorrow report net 
profit erf FFr2bn-FFr2.7bn, up 
from FFrl.32bn in 1996. 
according to analysts’ fore¬ 
casts. At the be ginning of 
February, Schneider forecast 
a net profit for 1997 of “at 
least” FFr2.1 bn. 

Credit Suisse First Boston 
said full-year sales growth of 
1L1 per cent - or 5 per cent 
once currency factors are 
excluded - was ftielled by 
the company’s North Ameri¬ 
can activities and made up 
for sales growth of 13 per 
cent in the French market. 
Schneider derives around 4 
per cent of its earning s from 
Asia but the region's finan¬ 
cial crisis is unlikely to have 
much impact on the 1997 
results, dealenssaid. 

One dealer stated he had 
lowered his 1998 sales fore¬ 


cast by FFrlOOm to account 
for any further fall-out from 
the Asian crisis in this 
year’s figures. He said 
Schneider’s electrical equip¬ 
ment sales In France 
improved in January but the 
French government’s pro¬ 
posal to reduce the working 
week to 35 hours created 
uncertainties over the sus¬ 
tainability of this improve¬ 
ment Elsewhere in Europe, 
Schneider will benefit from a 
gradual economic recovery, 
he said. AFX-Netos. Paris 


TUESDAY 


• Nycomed Amersham, the 
drugs company that a year 
ago was three companies, 
will be revealing an appro¬ 
priately complicated set of 
results. The business has 
been created by the merger 


of Norway’s Nycomed, the 
UK's Amersham Interna¬ 
tional and Sweden’s Pharm¬ 
acia Biotech. The main issue 
for the company is whether 
growth in new products has 
enough to offset probable 
lower sales in the US and 
the strength of sterling. 
EBES. the estimates service, 
says estimates range from 
£52m to £ll2m (5187m) with 
a mean figure of £92m. 

• is the game starting to 
move on at Britannic Assur¬ 
ance, analysts will ask when 
the life company reports its 
finals. The group, whose 
shares have risen by more 
than a third since Septem¬ 
ber, has been through a long 
period of restructuring and 
consolidation but has always 
been fancied as a buyer of 
another home services 
insurer. The company has 
already projected a 20 per 
cent rise in its full-year divi¬ 
dend to 33.6p. A consensus of 
estimates from First Call 
suggests a pre-tax opera ting 


figure of £l483m ($247m) op 
from £843m. 

• Iceland the frozen food 
retailer, is expected to show 
strong sales increases as a 
result of the introduction of 
its national home shopping 
service. However, the mar¬ 
ket will want to know the 
underlying costs of deliver¬ 
ing to customers’ homes. 
Until the company gives 
greater disclosure, there will 
be some scepticism tha t the 
service and underlying sales 
g r o wt h is sustainable in the 
long-term. NatWgst Markets 
expects a fall in underlying, 
or “normalised” profits from 
£56l2to to £46.7m (378m). 

•Newcastle United, the foot¬ 
ball club, unveils its first 
interim figures as a pic, and 
fans, investors and analysts 
will want to hear whether 
the board has made a deci¬ 
sion about the future of 
Freddie Shepherd and Doug¬ 
las Hall , club chairman and 
vice chairman respectively. 


Last week a tabloid newspa¬ 
per alleged that they had 
boasted about selling New¬ 
castle replica shirts for 10 
timPR the cost of manufac¬ 
ture, and had insulted local 
women and Newcastle icons 
Kevin Keegan and Alan 
Shearer. The board may 
want to remove Mr Shepherd 
and Mr Hall: the problem is 
that between them they own 
65 per cent of the company. 
House broker NatWest Mar¬ 
kets expects a 20 per cent 
rise in operating profits to 
£7.8m (513m). 


WEDNESDAY 

• Barrett Developments is 
unlikely to buck the positive 
trend in housebuilding: 
interim pre-tax profits are 
forecast to rise 25 per cent to 


£303m (SSL 6m) on comple¬ 
tions up 15 per cent to 3350- 
Two questions loom large 
over future prospects. How 
will an anticipated a slow¬ 
down in housing starts affect 
future results? And to what 
extent will last year’s price 
rises in the South-east feed 
through to the rest of the 
country? 

• Despite gains in ready- 
mix concrete. Tarmac’s Jan¬ 
uary trading update showed 
a weakening in the second 
half; driven by a decline in 
roadbuilding products. Ana¬ 
lysts hope the company win 
use results meetings to 
explain how it will respond 
to the competitive threat 
from Lafarge, the French 
buildings ma terials company 
which entered the UK mar¬ 
ket through the purchase of 
Redland last year. A consen¬ 


sus of estimates from First 
Call suggests a pre-tax figure 
of £113.1m (5189m) up from 
£75m. 


THURSDAY 


• Fortis, the Dutch-Belgian 
financial group, is expected 
to announce on Thursday 
1997 net profit up at 
Ecu889m. from Ecu731m a 
year earlier, according to 
analy s t sfo recasts. Net profit 
at Fortis Amev, the Dutch 
half of the company, is seen 
up at FI 987m-Fl 996m. or 
FI 5.40-F15.45 a share, from 
FI 804m or FI 4.42 a share, 
with a full-year dividend 
hike to about FI 230 from 
FI 130. 

Fortis' own forecast made 
with third quarter results 
was for a 15-20 per cent 
increase in full-year net 


EDITED BY MARTIN BRICE 

profit and earnings per 
share, life Insurance results 
should be up on the back of 
strong underlying growth, 
with better US accident and 
health results after these 
already started to improve in 
the course of 1996, aud ana¬ 
lysts. AFX-Netos, Amsterdam 

• Next, the fashion retailer, 
has come under close scru¬ 
tiny in the weeks following 
its disappointing January 
sales statement The admis¬ 
sion then that higher than 
expected stock levels had 
meant deeper discounts has 
left the market a little ner¬ 
vous about current sales 
trends. However, few ana¬ 
lysts believe the group will 
show a serious stutter. 
Expectations are for annual 
pre-tax profits of about 
£182m (5304m) up from 
£156m. 


NEW INTERNATIONAL BOND ISSUES 
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ZSs 5403 1 53078 55I&0 i7Bl EB1EO 1OT4 
%ZnA 5«4J 54414 5408J 5554.1 48082 5554.1 13783 
SSt K024 27780 28783 2444.7 3W 

“22 iST- Ml» mSB 232a18 VPJB 136179 


—1997/9- Shn 

Har20U*r liter 13tor 17MiM6 law 


Uar 


SSSSSSSSSSSgB 3 " 

OT802 279723 2756262731 68 2710 61ZIWJS 238832 2JW23 8132 


FTSEFfedgto 14050B 140009 13aS301»274 1301X7 1405*1286.771408* 81.14 

FTSE Eatep 100 274803 2722.47 299904 2995.18 267502 Z74t* 2236.40 2748* 8044,47 

FTSE Eaump XB 1195.481192X11172.7211712811Bp*i top* S71J311B5* 87408 
FT 30 3771X 3796.7 37832 37110 36500 37B6J 3S3S.4 37667 4M 

FT SMI Securties 104.19 10300 10422 104X1 104* 10451 101X2 127* 40.18 

FT RKd Hand 14050 140* 140* 14002 14063 14D* 135X6 140* 5053 

FTSE add Mobs 1003.14100511014711031X4106000112550 82038267451 


YEAR END 1997 FINANCIAL RESULTS 

(Audifed by Ernst & Young, Dobroin) 


CONSOLIDATED BALANCE SHEET 

(AT 31 DECEMBER 1997) 

ASSETS 
□quid funds 
Morkefoble securities 

Plocements with banks and other financial institutions 

Loons and odvonoes 

Interest recefvoble 

Investments in associates 

Other investments 

Other assets 

Premises and equipment 


LIABILITIES 

Deposits from customers 

Deposits from banks and other finandat institutions 

Gerrtffcates of deposit 

Interest payable 

Other Habtfiries 

Minority Interests 


TERM NOTES, BONDS AND OIWR TERM FINANCING 

SHAREHOIDERS* FUNDS 

Share capita! 

Treasury stock 

Reserves & retained earnings 
Current year's profit 


(USS miiBon) 


CONSOLIDATED INCOME STATEMENT 
(FOR THE YEAR ENDED 31 DECEMBER 1997) 
OPERATING INCOME 

Net interest income 
Other operating income 

TOTAL OPERATING INCOME 

Operating expenses 

OPERATING FROHT BEFORE LOAN LOSS PROVISIONS 

Loon loss provisions 

PROFIT BEFORE TAXATION AM) MINORITY BdlRESTS 

Taxation on 
Minority interests In i 

NET PROFIT FOR THE YEAR 


31 Dec 97 

31 Dec 96 

317 

236 

2,731 

2,622 

7,194 

7.352 

12.057 

11.323 

293 

472 

74 

87 

110 

103 

354 

328 

452 

465 

23,562 

22,966 

10,463 

10,395 

6,666 

8,426 

202 

186 

214 

400 

318 

309 

325 

314 

20A10 

20032 

1,451 

1,299 

1.000 

1,000 

(74) 

(75) 

650 

603 

145 

129 

1,721 

1,657 

23^82 

22,966 

(USS mffion) 

m-Dec 97 

ion - Dec 96 

423 

402 

327 

257 

750 

659 

(412) 

(417) 

336 

242 

(99) 

(32) 

239 

210 

(51) 

( 48 ) 

(43) 

(33) 

145 

129 
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FINANCIAL TIMES MONDAY MARCH 23 199S 


THE WEEK AHEAD 


DIVIDEND & INTEREST PAYMENTS 


■ TODAY 

Adelaide Bank FRN 1998 
$1534 

Bank of Ireland 93i% SBD 2003 
£9730 

B o oc hcr o ft 0.05p 
Commercial Lna on Inv Prop 
Sees Class A CMBFN 2009 
£10637 

Do Class Ml CMBFRN 2009 
£219.09 

Do Class M2 CMBFRN 2009 
£224.07 

Do Class B CMBFRN £297.62 
Coventry BSFRN 2001 £18332 
Eksportfinans FRN 2002 $28.60 
European Inv Bank 11% Ln 
2002 £275 

dory 5.6% Bds 2000 Y560000 
Kteinwart High income Trust 5p 
RTZ Canada 6% GND 2001 360 
Severn Trent 11%% Bds 2001 
£58135 

SGW Rnance 1314% GN 2001 

AS331250.0 

Standard Chartered Bank 

$1594.08 

Thyssen DW2.0 

Welsh Water 7%% GBD 2014 

£7635 

■ TOMORROW 

All Nippon Airways 635% Nts 

Due 1998 Y635000.0 

Asian Development Bank 1014% 

Ln 2009 £25635 

Boots 10% Bds 2017 £253135 

British Land 8%% 1st Mtg Db 

Bds 2035 4.4375p 

Ford Credit Europe FRN 2001 

£1932 

Furukawa Bectric FRN March 

1998 Y24414.0 

Do FRN June 1998 Y24414.0 


GreenaJte 11%% Db 2014 £5.75 
Do 7% Cv Bds 3.5p 
Guaranteed Overseas Ln fin 
FRN 2007 £3760.63 
ICC Bank 120.15 
hit! Bank for Reconstruction 8 
Dev 9%% 2010 £4.75 
Jersey Phoenix Trust 1.5p 
Leu mi InU Investment s FRN 
1997 $30431 

Mkfland Bank Undated FRP 
Sept 1985 issue $304.81 
NSK 2.8% Bds 1998 Y2800003 
Do 3.1% Bds 1998 Y310000.0 
SGW Gtd FRN 1988 £19.44 
Sidlaw Group 7%% Cv Ln 
2003/08 £3.75 
Kingdom of Spain 11%% Ln 
2010 £293.75 

Standard Chartered Undated 
FRN £97.09 

Stora Kopparbergs Bergsiags 
AB B Free SKr3.75 
Toda 5% Dual Basis Nts 1998 
Y229785.0 

Woolwich FRN 1999 £192.54 

■ WEDNESDAY MARCH 25 
ABF Investments 5%% Uns Ln 
1987/02 1375p 
Do 7%% Uns Ln 1987/02 
1.875p 

British Land 8%% Bds 2023 
£443.75 

Do 12%% Bds 2016 £825.0 
Cable & Wireless Inti 8%% Gtd 
Bds 2019 £862.50 
Chartwood Alflance 7%% Uns 
Ln 1.875p 

Dalwa PB Ltd Gtd FRN 
Y12D6867.0 

East Midlands 12% Bds 2016 
$2830 

Fleming Worldwide Income Inv 
Trust Ip 


Do Income Units Ip 
Fup Bank Inti Fin FRN 
Y119Q14.Q 

Gartmore Scotland Inv Package 
Units £6.75 
Hercules Inc $037 
HIH Capital 7%% Cv Cap Bds 
2006 £187.50 

Hyder 10%% Bds 2002 £53730 
Japan Airport Terminal 6.4% 
Bds 1999 Y640000.0 

Kvaemer 8% Una Ln 1994/99 
£4.0 

Do 9%% Uns Ln 2000/05 £4.75 

Manchester Carp 3% Rd Cnsld 
75p 

Marston,Tftompson & Evershed 
10%% Db 2012 £5.125 
Met Water Board {Chelsea 
Wfrwrks) 2 ¥l% 1897 £1.375 
New Zealand 11 %% 2014 
£28730 

Nothem Electric 12.661% Bds 
2018 £1037.50 

Northern Rock 10%% Bds 2016 
£103730 

RaHtrack 9%% Bds 2006 
£9135 

Do 9%% Bds 2016 £9635 
Robert Fleming Inti 914% Gtd 
Notes £9230 

Royal Insurance 9%% 2003 
£9635 

Svensk ExportkredH AB 8% 
Notes 2003 £800.0 
Tendrtng Hundred Water 4%% 
Rd Db £235 

Tokyu Land 5.3% Bds 1998 
Y530000.0 

Treasuy 8% 2009 £4.0 

■ THURSDAY MARCH 26 
BG 10%% Bds 2001 £108.75 
BT 8%% Bds 2020 £8635 
Daily Mail & Genoa! Tat 5%% 


Bds 2003 £28.75 

English & Scottish Investors 

0.95p 

Do 3%% Prf £1375 
Exchequer 1214% 1999 £6.125 
General Accident 25p 
Ishihara Sangyo Kalaha 535% 
Bds 1998 Y535000.0 
Do 5.7% Bds 2003 Y570000.0 
London Scottish 2.415p 
National Grid 7%% Bds 1998 
£737.50 

National Power 10%% Bds 
2001 £1062.50 
North British Housing 
Association 8%% Gtd 2016/20 
£4,3125 

Oxford Instruments 23p 
PowerGen 8%% Bds 2003 
£88730 

Scottish Hydro 7%% Bds 2007 
278.75 

Treasury 13%% £6.75 
Vaux 9%% Db 2015 £4.9375 
Do 1044% 2019 25375 
Do 11%% 2010 E5.875 

■ FRIDAY MARCH 27 
Birkby 2.5p 

Cable & Wireless Inti Rn 10%% 
Bds 2002 £1037.50 
Daiwa Overseas Rn FRN 2002 
$9250.0 

Fidelity European Values IL Ln 
2001 1.G626p 

Financial Receivables for 
Secs Transactions FRN 2010 
£806.14 

Formos a Fund Units TWS19.0 
. Do Units Regd TWS1900.0 
Gartmore Fledgling Index Tst 
0.4p 

Samuel Heath 3.5p 
IMS Group 23p 
Irish Conti IR4.32p 


Republic of Italy 6%% Dbs Sept 
27 2023 $34,375 
Jupiter Geared Capital & Inc Tst 
1999 Inc 13p 
Lawrence 1.9p 

Mansfield Brewery 11%% Db 
2010 £5.75 

Marubeni Inti Rn 6.4% C Bds 
1998 Y64000003 
Mersey Docks and Harbour 
Company 6%% Rd Db £3375 
NationsBank $038 
NatWest Smaller Cos 1.125p 
Northern Foods 4p 
Residential Property Secs Class 
A2 FRN 2025 £1328.52 
Do Class B FRN 2025 £2151.03 
Sabre Inti 6.4% Nts Due 1998 
Y640000.0 

Stars 1 Class AFFIN 2029 
£88.55 

Thames Asset Global Sec Class 
A1 FRN 2037 £983.48 
Toksi Bar* Nederland FRG 
2002 $8000.0 
Tope Estates 0.74p 

■ SATURDAY MARCH 28 
Property Perfect Public 314% 

Cv Bds 2001 $32.50 

■ SUNDAY MARCH 29 
BAA 4%% Cv Bds 2004 
£28.708 

Do 5%% Cv Bds 2006 2.875p 
National Grid 8% Bds 2006 
£80.0 

Nottingham Water Anns {£135 
of Anns) 873p 

Yorkshire Electricity 8%% Bds 
2005 8.625p 


UK COMPANIES 

■ TODAY 

COMPANY MEETING: 

Temple Bar Imr Tat, 
watermen's Hail, St Mary at 
H3LEC. Ham 

BOARD MEETINGS: 

Finals: 

Alexon; Aspen; Be rn ro se; 
Caradon; First Russian Front; 
Forth Ports; Hamkrys; Martin 
Currie Pacific; Morgan 
Crucible; Nestor ll oo tt h c ar er; 
Newport; Roxboro; Sherwood 
Grpy Taylor Nelson; TT 
Interims: Northern Bectric; 
Northern Leisure; Wescd 

■ TOMORROW 

COMPANY MEETING: 
Polyhedron HJdgs, Katttebtldge 
Road, Sheffield, noon 
BOARD MEETINGS: 

RnaJs: 

Aggregate bids; Brammer; 
Britannic Assurance; Croda 
Irrt; Daniels (Sfc EEC; Ttextech; 
Ctynwed bit; Hunting; Iceland; 

Independent Rado; Meggitb 

Nycomed Amersham; 

Parambe; Pemberstom; 

P & O; SeverfleW-Fteeve; 
Singapore Para Rubber, 
VCtffero 

Interims: Gremli n; Scottish Met 
Prop 

■ WEDNESDAY MARCH 25 
COMPANY MBETftIGS: 
Burlington, Honourable Artillery 
Co, Armoury Hse, City Rd, EC. 
1130am 

Domidck Hunter, Mint Hse, 
Mansell Street, E, 10am 
Edlnbwgti Java Tst, Donaldson 


House, Haymarket Terrace, 
Etfinburgh, 2pm 
London Faience & Inv, 
Honourable Artfllery Co, 

Armoury Hse, City Rd, EC, noon 
London Scottish Bank, 
Bridgewater Hail Barbirolli Sq. 
Lowe Mosley StOO, Manchester, 
noon 

Mercury World Minins Tst;' 
Gibson Hall, Btehopsgate. EC. 
230pm 

Nlstitfrelgfit, Tranmera Rovers 
FC. Prenton Pk, Pranton Rd 
West, Bfa-kenhead, noon 
Rights & Issues Inv Tst, City 
Road, EC, noon . 

Scottish American Inv, 
ChartottB Square, Edinburgh. 

11am 

Soundtracs, Blenheim Rd, 

Long mead Bus. Pk, Surrey, 
noon 

BOARD MEETINGS: 

Finals: 

Brake Bros; CHy Centre 
Restaurant; Clarkson (Hk 
Datrontach; Dawaong ro up; 
FBD Hbfg&; Fulmar; tfighcroft 
Inv; House of Fraser; 
fOngspan; Linden; Matthews 
(Bernard); Wchofs (JN) 

(Vimto); Pegasus; Rexam 
Interims: Barratt Devs; 
Cairngorm DemutuaBsaBon 
Inv Tst 

■ THURSDAY MARCH 26 
COMPANY MEETINGS: 

Beale, Omens Hotel, Meyrtck 
Fid. Bournemouth, 3pm 
Bearing Power kit, ISO Strand, 
WC, 10am 

CCI HBdgs, ComNi, EC, 
1130am 


Crest Nicholson, Runnymede 
Hotel, Windsor Road, Egham, 
noon 

Fleming Income & Growth Inv 
Tst; Copthau Awe, EC. 3pm 
BOARD MEETINGS: 

Finals: 

Beauford; Clubhauap Eclipse 
Blind* Innovative Technology; 
Macfartene; Meristem; Next; 
Norcor Oriflame; Queans 
Moat Houses; Singer 4 
F rted ta n d er; Swan Hffl; 
Woistenhokne FBnk 
Interims: Bafflie Gifford Japan; 
nwomr Premium Tst; Scottish 
Oriental Smaller Co’s Tst 

■ FRIDAY MARCH 27 
COMPANY MEETING: 
Barrasford, Great Thornton 

Hse, Melton St, Euston Sq. NW, 
10am 

BOARD MEETINGS: 

Finals: 

Autdogic^Brixton 
Estate^ otork 
Interims: fidelity Special 
Values 

Company meetings are annual 
genera! meetings unless 
otherwise stated. 

Reports and accounts ere not 
available until appro x imately six 
weeks after the board meeting 
to approve the prefiminary 
results. 

This Bst Is not necessarily 
comprehensive since 
companies are no longer 
obliged to notify the Stock 
Exchange of imminent 
announcements. 


CONFERENCES & EXHIBITIONS 


MARCH 26 & 27 
Mediterranean C^Oaf Markets 
The BritttL Government, as Presidency 
of the EU, is pleased la announce tfris 
major two day conference, supported by 
die European Commission and FT 
Conferences, examining ftst-growing 
capital markets of the Southern 
Mediterranean region. Speakers include: 
Mr Edtfle George. Governor ofThe Bank 
at England, Dr Youssef Boutros-Ghali, 
Minis®- of Ecoonpy. Egypt 
Enquiries: Sian Rmcourt 
Tel: +44171 896 2626 

Fax:+44 171 896 2696 
Email: sia nf@ pearaon-proxom 

LONDON 

MARCH 31-APRIL 1 
Strategic Performance 
Measurement 98 

Oar 3td annual poiemm naopswni 
conference helps you pitman ihe coned 
balance of measures, link them to your 
strategic objectives and address the 
behavioural issues that can prevent 
effective measurement. Contact: tee Mills 
TO; 0181879 3355 
Fax: 0181 879 1122 

LONDON 


Howto Develop Martels Id 
tbs USA 

One day conference with 
distinguished pane! ot speakers 
Induing: 

Professor Roger Needham, 
Managing Director, Microsoft 
Research Labs, Cambridge 
Other speakers vM cover. 
Venture Capital, Marketing. Stats 
Incentive Programmes. Export 
As si st an ce. Location & Legal 
Considerations. Banking. 

Royal Automobile Club 
£395 Inc. VAT, lunch, reception & 
copies of speaker presentations 
Contact: BCTET™ Globe! 


UK: 0181-7B0-92B2 
USA: 212-667-7710 
vruwxqlcfaal b uaaiBBBjrg 

IBDNET™ 


London 


Conferences 

& 

Exhibitions 


APRIL 2 & 3 

Exotic Options (Beyond the 


Covering Option Pricing, Dynamics of 
Option, Knock-Outs & Knock-Ins lafao 
loo se). Strategies using Barrier Options, 
Binary Options. Average Rase Options. 
£75* + VAT 2 Days. 

Contact: TFL Training 
Tel: 0171 600 2123 Fix: 0171 600 3751 
Email: salesgrf-tnaningrieinoiLcauk 
LONDON 

APRIL 2-3 

Understanding Company 

i and Accounts 

be Regulatory Framework 

• Accounting Standards • The Audit 
Requirement * Accounting for Groups 
and ConxrfkJated Statements • Hanover, 
Trading Expenses, Pre-Thu Profits 

• Corporate Taxation, Dividend*. 
Earnings Per Share * Shar Valuation ■ 
Cashflow Statements • Profitability, 
Liquidity, Solvency Ratios. 

2 days £795+VAT 
Contact: Bochin International pic 
Tel; 0171 6284I12F»x: 01716284113 
Email: bm±in@biicbtaxotn 

LONDON 

APRIL3 & 17 AND MAY 1&8 
Equity Futures and Options 

A one-day training course coveting: 

■ Pricing, Hedging and Trading 

■ Using Fumes and Options in Stock 
Portfolio Management ■ Market 
Timing Techniques ■ Workshop. Daily 
Course Fee: £4M 

Centre for Empiric*! Research in Hnra« 
Department of Economics and Finance 
Brunet University - Uxbridge Campus 
Contact: JqBIubk 

Td; (01895) 333336 Fee (01895)203384 
e-mail: JaBtumHg4irancUc.ufc 

LONDON 


APRIL 6-7 

Emerging Equity Markets 

Suitable for tbos needing an overview of 
ibis & those waring in emaging 
market departments of broken. Investment 
banks. & investment managers. • The 
enraging marinas«Rata in the guaguig 
markets • The particular instruments 

• Valuation techniques in the emerging 
markets. Full outline available. 

Contact BPP Training & Consultancy 
TO: 0171 628 8444 Rue 0171 628 7818 
Email: BPPTVaining@cotn pus e r vejom 

CENTRAL LONDON 

APRIL 6-8 

Introduction to Laming & Off 
Balance Sheet Fhandng 
A comprehensive introduction to 
instalment credit and asset finance 
products for the corporate market. • Hire 
Purchase and Leasing Facilities ■ Tax 
Consideratkxis * Accounting Goooepcs and 
Treatment • Structuring Transactions 
'DuLuiuBJifagLcraes. 

3 Days £975 + VAT 

Contact: Bochin International pk: 

W:0I716284112 Rul-0171 6284113 

Fundi: bbtho^binimLaom 

LONDON 

APRIL 7 

Preventing Freud and 
Adulteration in the 
Food and Drink Industry 
Food products adulterated by fraud 
represent a mreat to the mauraiirs or 
retailer** reputation and pare a danger to 
the consumer. Nine presentations and 
rfaeuarion. John SQ/lM/iraiPvenL 
TH: 0171 233 3681 
Fax: 0171 235 7743 
Ensubcouferencm@chcnwdikaTxn£auk 

LONDON 

APRIL 8 AND JULY 8 
Defence, Threats, Capability, 
Cost 

ImpHcadoaa fbr Industry: 8 April 
Strategic Defence Review: 8 July 
A two pen c o nf gc uu c whb oomribuootg 
from Government. Industry, the anned 
service* and the City. Lord Chalfont. 
Paul Beaver and Michael Portillo chair 
major panel & on the SDR. Defence 
Industry Integration and the Revolution 
in Military Affairs. Sponsored by 
Coopers St Lybrecd and EDS 
Enquiries: Cityfanmt Lai 
TO: 01225 466744 Fax: 01225 442903 
Email: 106703.2270® Compua ct vcxani 
_ LONDON 

APRIL 15-17 
Managing Client 
Relationships 

• Marketing Strategy ■ Client Profile 
Criteria. In formation Gathering, Product 
Knowledge • Needs Identification 

• Inter-Pcraral Skills ■ Customer Care 
and quality ■ Service Differentiation 
- tmrodudng SpocaHsts ■ Creating Value, 
Advisory Roks. 

3 DAYS £875 + VAT 

Contact: Bbctlin International pic 

TO: 0171 628 4112 

Fax: 0171 628 4113 

Email: birching? birch bLeora 

_ LONDON 

APRIL 20-MAY 1 
GfobalTVadkig&Capital Markets 

2 week prognmune providing a detailed 
view of (be ae c urii i es markets. Exa nines 
the main product groupings, the muting 
techniques & associated risks with an 
imroductiao u FX as it affects the Capital 
Markets. • Bands • Swaps A Swaptions 
■ Equity ■ Futures • Options • Foreign 
Fjcrhnngr. Full outline avribbte. 

Contact: BPP Training A Consultancy 
TO: 0171 628 8444 Fax: 0171 628 7818 
Email: Bivi>aiDnig8H30iiipi M wn/c-ootD 

CENTRAL LONDON 

APRIL 20 -JUNE 8 

FT-City Course 

The PT-Gty Course, which takes place 
over eight weekly afternoon sessions, 
provides an exccflau Introduction to the 
workings of the City of London as a 
major financial and trading centre. 
Authoritative speakers will inckide: Mr 
Paul Dex, LIFFE; Mr Ohre Longburst, 
Awoc ta tion of British insurers. 
Re ga trattonVEnqufaiK: Sian Fancourt, 
FTCo nfe r n tDO 
Tel: 1+4411718962120 
Rtx: (+44) 171 896 2696Q697 
Email: sumf^pearaoD-proxtHn 

LONDON 

APRIL 20-22 
Securttiss Ssttfements 
« Overview of Securities Products and 
their Derivatives * Systemic Risk id 
Securities Markets • Credit. Maketad 
Sctdcmem Risk ■ Settlement Houses - 
Enroclear. Cedel ■ Delivery v Payments 
■RegulatoryIssues- RollingSettiemem 

• New Tbdtnology * Emerging Markets 

3 DAYS £97Ft VAT 
ContKC Birdtin hncnational 
TeL- 0171 628 4U2 
Rul-0171 6284113 
Email: birching bncfaimeoni 

LONDON 


APRIL 21-22 

Moving bo 

Virtual Financial Services 

Intrabank European Forum a g8 

Cabot HaH • Canary Wharf • London 

Introduced by Jim Barksdale. 
President and CEO of Netscape 
Communications and featuring 
eminent speakers from the worlds 
of Rnance and technology: the event 
looks at the latest and future trends 
In financial services technology 


OflTA 

Or g a ni se d by tntr a h an k Data 
t +44(0)1715880950 

extensions 300 , jot. 30 a, 303 
F: +44fr)l7i588o 949 

Wrhttp^/ffwwJntrahaidLami 

Mt^/wwvtuinlsysxoa/rirttial 

LONDON 


APRIL 23 & 24 

Korea: A unique opportunity 

to meet the new leadership 

This timely conference wQl be the tint to 
be addressed by newly-elected President 
Rim Dae Jung and his incoming 
g overnment, providing the international 
business sod financial cutmmaiitics with 
the oppoenmay 10 review new government 
policies and esses* biyficarions for foreign 
‘muesmran and trade. Contact: driwopha 
Krily. FT Conference! 

TO:+44171 896 2633 
Rut:+44171 896 2696 
Email: ftc^peiuxKhprocain 
www.ftccnferenonrom 

SEOUL 


vCaffWT - .Tr.^nL^ ' 


Netfonaf HtamagBniBntOotrtarance 
TheWsh MBnagamara mslluHb gnu* 
Ccnferenca ri KNamoy ««■ address key 
IsauM tar butinaaa leaden In lha pan- 
Eunpewi mortraptace. Gpoatan IndudK 

• PwcyBam«vBc.ABB.bimetorABa 

SandvtKAB 

• SumamraQhoahai, London 
Butinan School 

• Manfred Kots da Vrfea. INSEAD 

• ManrOSUluai. INSEAD 

• Frank McCabe, IrM 

• Brandon McKarma, Afctiatt boiand 

• Larry Pruaak. BM CdnauMng 

• FonsTiuiup aiaa i a . Untied NoBona 

• BetOoAhamTJD, Prime MntMBr of 
Iraiand 

• Brian Peterson, Waterford 
Wedgwood UK He 

VIM cur wubrito: wwwLconferanoa.knLia 

Contact Conor Harmaway 

Tel; 353 1 2078498 

Fax: 353 1 2078551 

Emafi: banrvawao@UnUe 

Killaraey, Ireland 


APRIL 27-30 

Records Management Into 
the Next Millennium 
The Global Kupective. 4th I n ten u tionai 
Records Managemem Ganpess. 

Comact: Jude Awdiy 

TO: 01494 488599 

Fax: 01494 488590 

E-mail: imsgiAirdryjdeaMiLccuik 

Sheraton Grand, EDINBURGH 

APRIL 28-30 
Project Rnance 

• Project Risk • Fearibility Studies and 
Project Plans * Cons traction of 
Cashflows and use of Modelling 

• Risk/Rctum Prospects • Discounted 
Cashflows. ERR and NPV - Types and 
Sources of Finance including Equity 

• Special Purpose Vehicles and 
Financing Structures • Project 
Documentation 

3 DAYS £975 +YAT 
r«nw Bircfam international pic 
Td: 0171 628 4112 
Fax: 017 i 6284113 
Email: birehin@biichln.com 

LONDON 


Conferences 

& 

Exhibitions 


Conferences 
& Exhibitions 



Me«Nirlng and Managing Tte 
Credit Risk of Derivatives 

• Exploiting the full potential of 
crecit derivatives 

• Modelling and monitoring cracflt 
exposure 

- Calculating counterparty crecit 
risk 

• Selecting risk mitigation 
technkgjos 

• Assigning economic and 
regulatory capital to aggregate 
credit and price risk 

IFF often over 50 Financial 
mining Courses 
For more details caB 
Gareth Vincent 
on +44171 344 3835 

©iff 

Central London 


EMU Legal Guide for the 
Ruanda! Markets 

Apmcfleaf awftratidn of lha compto 
kgoL mguMory end doamentaOan 
toauaaeMnn tom EMU and tha Euro 
Key areas to be add r es s ed: 

• an evaluation of the Impact of 
EMU generetiy on financial 
documents 

• the practical legal implications 
from a UK perspective 

• the legal issues In the process 
of redenomination, in particular 
bonds and share capital. 

For more details caB 
Gareth Vincent on 
+441713443835 


Central London 



Loam 1ha Hate 
tacMquasof 

oonveano 

tolagaqy 
byattondnglFF's „ 

R Bite Domination of Bonds, 
EqnMes and Derivatives 

Key areas to be addressed: 

• the main conversion processes 
and their relevance to specific 
financial Instruments 

• dealing with the Issue of 
rounding and renomlnflNsation 

• the practical developments 
during the conversion weekend 

Fbr more details call 
Gareth Vincent on 
+44171 344 3835 

^gllFF 

Central London 


may 11 

Europe In the 21st Centuty: 

A Personal View 
Lech Walesa, Nobel Peace Prize winner 
and former President of Poland delivers 
hb tbouf^Os an Ihc faun: of Europe to a 
select audience in London. A unique 
Opportunity to explore the iuues 
surrounding Eastwards expexuton of die 
European Union and the widening 

member ship of NATO. 

Contact: Speakers Tor Business 
Tel: 0800 833407 fwirhln UK) 

TO:+44 181 086 5427 
Entail: mfo@sihfo.uk 

LONDON 
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Otpapta Coefainnca Cwtm, Uradau 
11*14 Hay 

knemd World UK Spring ‘BB is tt* Lflft teadng busiress sohfllons ewrt wltii a ktelty 
locusBd business audtana Uib haid-hlttlrei conference addresses E-Canmsfcs. 
internal technology and Marketing & Madia (incorpoiaSng Adusitising Forum). 
Keynotes hum Industry Mm such as Digital, Citibank Cisco, 
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Byaa business nogds to mxdinse tie coarradal poov of the Internal, calf 


Mecklermedia - The internet Modla Company 


aa OITi 8nOfB5ar staff an mob attm i 


JUNE 1 & 2 

The 2nd FT World Water 
Conference 

The global water industry has faced 
great change and uncertainty ova the 
last twelve months. This Financial 
Times conference provides a unique 
opportunity to debate the challenges 
ahead with senior industry colleagues, 
political decision makers and potential 
project financiers. 

Contacc Joanna Edwatds 
FT Conferences 
TO:+44171 8962555 
Fas: +44 171 896 2696 
Email: ftc@pearson-procom 
www.flcotrierences.coni 

LONDON 

JUNE 8-9 

The Changing World of CoM 
in the Stsei Industry 
The course concentrates on the 
developing technology in coke and boa 
manufacture and its future influence on 
the "steel coal" market. 

Contact: Nikki Blake 
TO:+4410) 1730 265095 
Fax:+44(0) 1730260044 
OM Thorne Botri, HAMPSHIRE 

JUNE 22 & 23 

The21 "Annual FT Worid 

Gold Conference 

Confirmed speakers include Mr Peter 
Fava, Chairman. LBMA, Head of 
Precious Metals. HSBC Midland: Mr 
Bobby Godsell. CbioT Executive 
Officer, Angtogpld; Dr Stewart Murray. 
Chief Executive, Gold Fields Mineral 
Sendees Lid: Dr Rudolf Trink, Head of 
Treasury. Strategy Division, Austrian 
National Bank rad Mr John M Willson, 
President and Chief Executive Officer, . 
Ptaoer Dome Inc. 

Contact: Sarah Gibb, 

FT Co nfe rences 
TO +44171 896 2639 
Fax+44171 896 2696 
Email: sarsbag'peareon-prtxooni 

BARCELONA 

SEPTEMBER 3 & 4 
FT World Aerospace and Air 
Transport Conference 
This established global industry event 
will examine the strategic implications 
of current consolidation and 
restructuring of die civil and defence 
aerospace manufacturing and civil 
aviation sectors. 

Contact: Joanna Edwards. 

FT Conferences 
TO: +44 171 896 2555 
Rue +44 171 896 2696 
Email: flogpeawcm-projcom 
wwwJteo nf erencsxom 

LONDON 



Synaify: Global Putunfalps 

in Real Estate Financfl’ 

Sponsored by the Mo ripaga Barters 
of America (MBA). The 
only hitemrfonrf red estate finance 
conference devoted Id mortgage 
•nance profeoetonato bum dacens 
of nations. Saaatana oover recent 
dewdopmants In the reskfantial and 
commercial sectors tn omaiglnB 
markets, "fepta biduda muRMeial 
activity, povarrinent policy p e rsp ective, 
second a ry syaferna. International low 
Incom* hourfexj, bmovativo toohnotogy 
and trade bantere. 

Fur further tn temtado n contact 
MBAkdemaihmi DMekin 
Tel: 202 061BBB0 
Fax: 202B610736 
Email: InSnaUonelQndiaiLOiB 


Maui, Hawaii, USA 


Conferences 

& 

Exhibitions 


To advertise conferences, exhibitions, 
trade fairs, conference venues and 
training courses to approx 1.2 million 
readeis worldwide. 

Contact Jade Sandeison on 
tel +44171873 3507 
fax +44 171873 3098 


Financial Times 


The Financial Times plans to publish 

A Review of 
Business Books 

Tuesday April 7 


To advertise business publications please contact: 
Alice Croxford 
Tel: 0171 873 4418 
Fax: 0171 873 3098 

FINANCIAL TIMES 

No FT, no comment. 


LANGUAGE COURSES 


To advertise in 

Language 

Courses 

Please contact Jade Sanderson 
on +44 (O) 171 873 3507 


JTILUTMN 

EXECUTIVE LANGUAGE TUITION 

72 BOND ST. LONDON W1 0171 493 1177 


FAST EFFECTIVE. AFFORDABLE 

Would speaking your 
Customer s language 
have made the 
difference ? 


Did your last meeting overseas go as waH as you had 

hoped? No ? Vttry not ? Kd you lose out to a corr?»titor 
who did speak the language.of the customer ? 
Don't let it happen again - 

Call BERLITZ for details of 'Doing B usin e ss in’ 
French/Gorman/SparaBh NOW on 

0171 - 91 
0121 
0161 
0131 


- 226 7166 


Hoboing the Worid Communicate. 


To advertise contact jade Sanderson on +44 171 873 3507 or Fax +44 171 873 3098 
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CURRENCIES & MONEY 


Punt sets precedent 


POUND SPOT FORWARD AGAINST THE POUND 


Ostap ongt mttx 

.B*j-potat .may vat I 


DOLUR SPOT FORWARD AGAINST THE DOLLAR 


•nie markets used to wonder 
whether European monetary 
union would ever happen. 
Later they wondered which 
currencies would join. Now 
they wonder about the exact 
exchange rates of the 
founder members. 

Last weekend the central 
rate of the Irish punt within 
the European exchange-rate 
mechanism was revalued 3 
per cent. No currency had 
ever been revalued within 
the ERM against the D-Mark, 
but the move sbruck some 
traders as a precedent for 
other currencies. Their sus¬ 
picions grew on Thursday 
when Finland raised interest 
rates to above German lev¬ 
els, putting upward pressure 
on the markka. 

This week win test belief 
in revaluation. On Wednes¬ 
day the European Commis¬ 
sion and European Monetary 
Institute will each publish 
reports on likely Emu 
founder members. Two days 
later Hans 'ITetmeyer, Bund¬ 
esbank president, will tell 
the German cabinet about 


his bank's views on Emu 
convergence. The welter of 
comment and data could 
include hints that some 
countries need to revalue 
before the euro is launched 
next year. 

The reason the market 
t h i nks revaluations could 
happen is that the econo¬ 
mies of most countries plan¬ 
ning to Join Emu are grow¬ 
ing faster than that of 
Germany. This is true of the 
Netherlands, Spain and Por¬ 
tugal as well as Finland and 
Ireland. But after the euro's 
launch, these countries will 
have to have the same Inter¬ 
est rates as Germany, which 
could spark inflation. A 
stronger currency could 
counteract the risk. 

This week, traders will 
weigh up Japan's latest eco¬ 
nomic stimulus package, ft 
is expected to be worth 
Y10,000bn-Y15,000bn, but if it 
is smaller the yen could drop 
from its already low rate of 
just below Y130 to the dollar. 

The week's key economic 
figures are arguably US per¬ 
sonal income data for Febru¬ 
ary, due on Friday. 
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CROSS RATES ANO DERIVATIVES 


EXCHANGE CROSS RATES 
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WORLD INTEREST RATES 
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00483 
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O0S3O 

1 

19 
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+00002 
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Jun 
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0.7856 

*0.0016 
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SQM ■■■ — CAMS -■■■■ —. . POTS 

Price Apr May Jon Apr Mfe 

1060 102 236 307 004 1 09 

1070 107 107 305 101 207 
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POUND IN NEW YORK 


RMB day* Ote 0 Pm «n. Pm. diri am at, tea SXZB Pm 17JS*7 

BENCHMARK GOVBtNMENT BONDS 

Rad BM te Pay chg HkA# Manta ter 

Bar 20 _ pm coupm Wet ted ted ted ttayM «*aiM 

taakafla 0400 7000 1030806 408 *001 -001 -0.16 -101 

_ 1IW7 10000 1800347 572 - -006 -007 -238 

hail 09/99 7000 100400 405 - *002 - -007 

ariar — leas iosjboo 40 s -005 -oxc -411 -005 


Her 28 

—ttrae — 

-Preu, does 

Sapor 

10690 

10665 

1 rata 

10665 

10640 

3 rath 

10815 

1.6517 

ir 

10425 

10695 


FT BUBE la MM0 CUMBCES 

The FTftMoio Wnti Cuntnctas tatte 
ca be found on fln Ootapantas and 
Finance page In today's edlkn. 


M Open kaarntte- am tor mdaua day 


■ OTHER CURRENCIES 

MV 20 £ S 

Czech Rp56.7274 - 580110 340910 - 34.1310 
HaQvy 351019 - 382108 211X80 - 211040 
ban 483300 - 4092.00300000 - 300000 
Kami O5OM-O0DBD 00055 - 03058 
MU 40592 - 40673 20000 - 28040 

POM 67125 - 5.7170 3X330 - 3X350 

fett 101088 - 101135 60750 - 60760 
UAE. 01115 - 6.1137 30728 • 30730 


The tank Man taMa can be taaaid on 
page 32 h taftrs odrfon. 



UK INTEREST RATES 


LONDON MONEY RATES 


Owr- 7 feya 
rigm notice 


One Ibrae Star One 

manta mantas noatae year 


kMHk swung 74-6M 7*4-714 71-74 72 - 7| 7J - 72 7*-7i Rntand 

SMkQ CDs - - 74 -7*4 7S-7S 72-72 ?3-73 _ 

ItmnnyBfe . - - 7H-7H 74 - 74 - 

Baakflte - 74 -74 74- 7* 7J-74 

local asdmtf dogs. 74 - 7 7H-7 72 - 74 711-72 7B-7B 7H ■ 73 

aunrn Mate daps 7W-7 7J-74 _ 

(JK steering tank bm tortno teTMperceBttamllwOW anp " 

Up to 1 1-3 ■ 3-6 50 9-12 

_mufti wonta months mate iwaitas 
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BANK OF ENGLAND TREASURY BILL TENDER 



Mar 20 

Mar 13 


Mar 20 Mtf 13 

EUs an afhr 

El 00m 

ElOOm 

Top accepted nm 

09380% 09390% 

Total of Bppftaflons 

£S23m 

mb 

Akb. rata of Ante 

09178% 7.0383% 

Trial efecaM 

Elfffln 

ElOOm 

Arerage yHd 

70392% 7.1640% 

use. accepted W 

£98270 

£98270 

Oner el next tmfer 

ElOOm Eicon 

AAotmml at mbt level 

74% 

me 

Wn. aoxpL bM 28 deya 
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BASE LENDING RATES 


Adam a Company 705 
AtedtriehBark(GS] 70S 
•HanyXndbacher 735 
Bunco BilbooVtaraya 735 
Benhd Cyprus ?■» 
Bank of tratand 705 
Bank Of MM 705 
Bark of Scotland 735 
BarctaysBank 735 

Brtt Bh of Mkl East 7J25 

•Brawn SUptar&OiLto 70S 

CMbteNA 705 

Cayttesdate Bar* 705 
Tha Ceyopoam/B Berk735 
Coutts&Co 735 

Cyprus Poputer Bank 70S 
Duncan Laame 705 


ExoterTiusl Lnrftod 025 
Ffovod&GeflBank 600 
•Robert Fleming a Co705 
•Gbfnwei Mahon 705 
Habb Bm* AG Zurich 7 JS 
(PHambros Bank 735 
Heriftrie aGen Im Bk.705 
C. Hoars a CO 70S 
Hongkong a Shanghai 70S 
Investec Bank 1UK) Ltd70S 
Juten Hodge Bar* 70S 
■i ofp*ri .Itgatn & Sons 705 
UoymBank 70S 

Mkfand Bar* 705 
NalW to tt n i n aer 70S 
•Rsa Brothers 70S 

Royal Bh ctf Scotland 70S 
Scotosh Widows Bank 70S 


•Singetr & Frtodander 705 
•SmVi&WSaimon 705 
Sun Barking Cmp U3 70S 
TS8 70S 

Unttsd Bank o< Kuweit 705 
UnlyTrua Bank Pic 705 
WhiteaMV LaitSaw 705 
Yorkshire Bar* 705 

• Memoere of London 
hwesanerc Bonking 
Asaodtoun 

* In adriwasutoran 


409 -004 
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407 +01O 
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4JQ +001 
403 -002 
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4X8 -001 

301 -003 

4.40 -002 
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601 -003 

000 +007 

1.1S *4101 

100 *002 
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405 +006 

49* -003 

7.78 -005 

*07 +001 

401 -004 

502 -002 

402 -0.01 

500 -004 
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500 -001 

474 

527 -003 

108 +002 
281 -0J1 

608 -OD3 
*04 -006 

5.91 -008 

504 -006 

504 

50« -run 
504 -0.02 

5J? -aor 

4.11 *001 

404 -004 


bmtti curing ter Wrtc etorieg 
m Lte bum imimuimmte pm mm ymis 1 
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-007 -0.13 *0.18 

-006 -TUB -1-30 

+0.10 +018 -009 

-002 -0.16 -105 


*0.13 *007 -022 
- 00 * -on -i.4« 

+O10 *009 *0.16 
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*009 *007 *009 
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-019 -001 -1JB 

-007 -017 -105 

*001 -020 -274 

-001 -019 -271 

-004 -0.19 -207 

-004 -019 -303 

+4U1I -012 -O0B 

- -0.11 -046 

-001 -Oil -006 

-003 -012 -084 

*013 *013 *007 

-002 -006 -098 

*030 *027 -01M 

+0.16 *6,16 -033 

- *018 *013 

-001 +O.M -098 

*001 -007 -2.18 

-002 -0.15 -206 

■+0BB -030 -105 

-004 -OH -221 

+006 *0.10 -00? 

-004 -017 -2.12 

*020 *0X0 -022 

*015 *089 -097 

-005 *003 -033 

-ops -run - 1 x 8 

-006 -004 -1.71 

-005 -007 -100 

+004 +0.14 -070 

*601 +009 -005 

-001 *007 -109 

+001 +004 -104 

+004 -<109 -0X3 

-003 -012 -1.49 

: feCn&e QriaFT Jntomaoc 
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1997 RESULTS 


France Telecom 
results 
in line with, 
objectives 
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Sound fundamentals 

1997 revenue growth for France Telecom outpaced 1996, up 3.6% compared 
with 2.3% the previous year. The increase sterwned from the boom n mo Me 
telephony sendees wtvdi grew revenues in France and international by more than 
50%. EBTT eased back 12.9% to FF 26.4 biion, reflecting the impact of start-ups 
outside France and the cost of recruiting new mobile subscribers. 

Net income was FF 14.9 biEon, in fate with 1996 income before special items 
linked to the Company's change m status. 

Growth m caR traffic confirmed 

Total cal traffic grew by 6.6% in 1997, helped by the robust performance of mobfes 
(+72%) domestic cans (+5.2%) and international calls (+8.3%). 

Fixed fine t ele phony recorded an increase arising from the decfeie in call tariffs 
and the success of new packages and services such as voice mail, automatic 
caH-badt and t el e co nferencing. 

The mobile business continued its vigorous expansion in 1997 with the number 
of itineris subscribers increasing 126%. France Telecom felt the benefit of this 
growth and confirmed its leadership position, ending the year with a 53% GSM/DCS 
market share. 

Soaring expansion for totemet 

Data transmission enjoyed growth of 79% excluding Internet services and a 250% 
rise in fntemet/lritranet traffic. To satisfy the sharp increase n demand, France 
Telecom implemented an integrated network and launched new services such as 
Global extranet, Global intranet, etc. 

Stronger international presence 

FranceTeiecom is confoutog to expand internati ona lly by strengthening its aBance 
with Deutsche Telekom. It was successful both in the mobile sector with ficensas 
in Denmark, Portugal and Poland as well as in fixed-line telephony with toe 
acquisition of CASEMA in the Netherlands and the creation of Wmd in Italy with 
Deutsche Telekom. 

Dividend , 

A net dividend of FF 6.50 (+ FF 3.25 tax credit) wil be proposed to toe / 

Annual General Meeting on May 26,1998. / • 


France Telecom is one of the world’s 
leading telecommunications operators 
and ranks prominently among the 
French listed companies. 

The Company has one of the most 
modem and extensive networks in the 
world. France Telecom is continuing 
to broaden its international scope with 
the prune objective of strengthening 
its presence in Europe. 

Ambitious goals 

1997, with the successful partial 
privatization, was a watershed year for 
France Telecom. Growth in business 
was sustained. France Telecom 
adopted an aggressive policy in terms 
of sales and tariffs which drove a sharp 
increase in call traffic and a surge 
in the mobile business. 

France Telecom has tailored its 
organizational structure to the new 
requirements of buoyant domestic 
and international market Looking 
ahead, France Telecom has set its 
priorities: encouraging growth 
in call traffic and usage, confirming 
its teadershq) on the French mobile 
market and following through its 
international expansion. 
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Digital infotainment will 
be coming to a TV near 
you, with a little help 
from Rockwell 
Semiconductor Systems. 

^ Rockwell 


http:. ;w ww.rockweII.com 
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MONDAY 23 


The fufl Oscar 

At mast Oscar caremonlea, the talking point 
ta which fBm wffl pick up most awards, but 
whan the 70th Academy Awards kick off In 
Los Angeles tonight, the burning question 
for the audience wlH be how many swards 
Titanic will win. After breaking a string of 
box office records. Titanic can also data to 
be tha first film since 10SO'a AM About fire 
to gamer 14 Oscar nominations. Tonight's 
ceremony wit reveal whether ft can atao 
bast the Bsn-Hur coup of winning 11 
awards. But James Cameron's blockbuster 
faces stiff competition from a string of 
critical hits, nctabfy Curtis Hanson's LA 
CbnMarrtW, Gus Van Sant's Good m 
Hunting, the Golden Gtobe^wtantag As 
Good As It Gets, and the British success, 
Tha Futi Monty. 

Patent protection 

The UK Patent Office, backed by the 
Etropsan Commission, holds a conference 
on the protection of software patents, 
which under present legislation are 
excluded from the patent system. The 
subject 1s of vital Importance to managers 
of the E ur op ea n software Industry, which 
last year was estimated to be worth 
EcuSObn (E54bn) and growing at an annual 
rate of between 6 and 7 per cent. 

ILO election 

The faite m atlo n al Labour Organisation’s 
governing body elects a new 
director-general to succeed fcBchal 
Hansen ne of Belgium In March 1899. Juan 
Somavta, Chile's ambassador to the United 
Nations In New York, who has US and 
trade union support. Is expected to emerge 
the victor over Marta Nfevas 

Rddan-Confesor of the Philippines, 
south-east Asia's candidate. Also on the 
agenda ta the text of a dectwatfon on 
fundamental labour rights for endorsement 
at the LG's annual meeting In June. 

Global trade view 

Hie Impact of globaltoatlon on the 
envfrorimerrt, Jobs, social and cultural 
diversity and ethical values wil be the 
subject of a three-day conf e rence ta 
Geneva on policing tha global economy. 

The conference. Jointly hosted by the 
Befiertve Foundation heeded by Prince 
Sadnrddta Aga Khan and Globe, an 
tatamattonal parliamentary group concerned 
with environmental issues, dso aims to 
re-untaste the fracWenvtanment debate in 
the World Trade Organisation. 

Air quality check 

European Union environment ministers will 
attempt to get agreement on four different 
pieces of environmental legislation. 

Inducing targets for reducing landfill waste 
across the EU, and reducing e mi s si on s 
from Dght vans. Also on the agenda are an 
initial debate on the EU'a strategy for 




Tha west's trim Industry gets Ml cfrsassd up aid congratulates Itself at the Oscars ceremony ki Lbs Angeles today 


meeting Its targets on reducing greenhouse 
gases, after the Kyoto summit on climate 
change In December, and how the biaden 
shcxdd be shared among European states. 
Ministers wH also examine the latest 
proposals from car manufactmra for a 
voi untoy ag reement on reducing carbon 
dioxide emissions, and hold a praUrrirwy 
debate on controversial proposals to 
Improve animal welfare ta zooe. 

Telecoms for all 

More than 1,000 government and industry 
representatives are expected ta Valetta. 
Malta, for the second World 
Telecommunication Development 
Conference (to April 1). which will discuss 
how to Improve access to telecoms 
networks In poorer nations. The conference 
organisers, the International 
Telecommunication Union, note that while 
new technolog i es such as moMe telephony 
and the Internet are revdudontatag Ilfs ta 
Industrirfsed nations, most of tha world's 
population have problems even making a 
staple telephone call. Only a fifth of the 
earth's 600m phone lines are In developtag 
countries. 


Ocean view 

World Meteorological Day takes weather, 
oceans and human activity as Its theme In 


the United Nations year of the oceans. 
Noting that nearly two-thirds of the world’s 
population Rva hi coastal zones, the 
Geneva-based World Mstoorotoglcai 
Org a nisation highlights the thre a ts to 
oceans caused by development, paflurion 
and overfishing as well as the taffuenos of 
oceans on global cflmete and weather 
conditions. 

Rady round 

The opening leg of the world rafiy 
championship, the Rally of Portugal, begins 
at Matosfohos. 

FT Surveys 

Switzerland; Emu. 

Holidays 

Iran, Pakistan. 


TUESDAY 24 


Trade outlook 

The World Trade Ogenlsatiar pubtehea Its 
first est i mates of tfobal bade volumes last 
year and makes some early protections for 
1998 In the wake of the Aslan financial 


crisis. The Geneva-based WTO said in 
December that world trade growth 
accelerated In 1997 despite the crista, 
buoyed by robust activity In North and 
South America and economic reoovery in 
Eirope. The full Impact of the Aetan oriels 
will be feft this year but moat analysts 
expect ft to be modest overall. Moreover, a 
massive export surge from east Ada 
following big cunency devaluations looks 
Increasingly unlkeiy. 

Net gain for dolphins sought 

Euopean Union fisheries mi ni ster s meet in 
Brussels to attempt to get closer to 
agreement on banning the use of cHftneta 
at sea for tuna and adman - to prevent 
damaging by-catches of dotphfoa and othw- 
antaaia. Severed states are keen to see a 
ban, but countries such as Ireland, Italy and 
France, which use the nets, are unhappy. 
Offidds hops to pave the way for 
agreemen t by the summer. 

TB or not TB 

World Tuberculosis Day oomme m ore tee 
March 24 1882 whan Dr Koch announced 
his discovery of the TB bad Bus that paved 
the way for treatment, cure and potential 
e li mination. However, the World Health 
Organisation, which in 1993 declared TB a 
global emergency, says some countries are 


Mtag to tackle TB effectively. Among 
infectious dtaaassa, TB ramdna tha blggad 
(flier of youth and adults, with some 7m 
new cases each year, and the epidemic is 
befog made worse by tha explosion h H(V/ 
Aids. 

Internet seminar 

The European Mi4ttrnedJe Forum holds a 
seminar in Brussels on “Europe's 
co nt ri b ut i o n to the globd Information 
society". The agenda fodudea the globd 
Information society - a virtual realty. 
buSdfog a global regutatoty framework: the 
intamailonfli communications ohirtsn and 
the foture of Internet governance. 


Paris address 

The UK’s prime mWstar Tony Bldr 
addressee the French National Assembly. 


FT Surveys 

Globd Stock Exchangee; ihvestfog in South 
Africa. 

Holiday 

Iran. 


WEDNESDAY 25 


Progress report 

The European C omm i ssi on holds Its weekly 
meeting h Brusaeta, at which a report on 
economic convergence will be dtacussecL 
The Commiadon to aleo due to publish its 
annual econom i c report, covering 1997 and 
the aftiook for coming years. 

Balkan back-up 

The Nato-tod peace stablilsatkm force hokte 
a mHttary exercise at Uvno, Bosnia, tagged 
"Dynamic Reaction” to qualify new support 
troops for their rale In Bosnia, to Bonn, 
meanwtile, tha tearing powers meet to 
dtacure the crista In the Serbian provin ce of 
Koeovo. The meet ing was originally 
scheduled for Washington. 

Korea food folks 

Red Cross ddegaflons from both skies of 
the dMdad Korean psnfoauta are Holy to 
hold talks to Bdjtag to cBsouss tha delivery 
of food dd to tha fami ne-stricken North. 


Ft Slavey 

'n n U, f 4 

rotsna. 


Holidays 

Cyprus, Greece. 


THURSDAY 26 


Baltic environment 

En v ironment mini stars from the Battle Sea 
region meet In Helsinki to dtaoae a range 
of environmental issues. 

Golf championships 

Ponte Vedra Beach, Florida: The Players 
Championship (to Mwch 20). Rancho 
Mirage: Nabisco Dinah Shore Open (to 
March 29). 


FT Surveys 

Japan’s Financial Revolution; Mkfds East 
P riv atisation. 

Holiday 

Bangladesh. 


SATURDAY 28 


Whale meet 

The two-day International conteranca on 
whales and dolphins opens In Tokyo to 
discuss human connections with nature In 
the marine environment. Most of about 700 
particip an ts at'thfa 7th conference wffl be 



from Japan but experts from around the 
world will lecture on ecology, phydotogy 
end environmental Issues. 

Boxing 

Atlantic City: Lennox Lewis v Shannon 
Brims- Charias Brewer v Hard Graham. 
Light-heavyweight fight, Henry Wharton v 
Roland Pelt. 

FT Survey 

Guide to Low Coat Personal Finance (UK 
edmona only). 

Holidays 

India, Serbia. 


SUNDAY 29 


The threat of Emu 

Unton leaders from across Europe meet in 
Cardiff to discuss the perceived threat 
posed to thousands of finance Jobs by the 
Introduction of a single currency. 

Time to move 

Lithuania plans to move into the first 
European time zone, or Greenwich Mean 
Time plus one hour, from the second 
European zone, or GMT piue two. It says 
the move wit bring it closer to western 
Euopa. 

Motor sports 

The Brazilian Grand Prlx, second round of 
the Formula I world motor racing 
championship Is hdd to Sfio Paulo; 

At 8hah Atom, Malaysia, tha opening round 
of the world 125, 250 and 500cC 
motorcycle road racing c hampionships 
takas place. 

Holidays 

Central African Republic, Indonesia, 
Mauritius, Ma d a g ascar. 

CompBed by Roger Beale 
Fax 44 171 873 3196 


Other economic news 

M on d ay? Germany's producer 
price data for February ta 
expecte d to be published, 
staying around January's annual 
growth of 0.7 per cent. Western 
Germany's CPI ta expec te d on 
Tuesday, with the annual rate 
decflntog aflghdy, accenting to 
Deutsche Morgan GranM. 
Tuesd ay : January’s sharp 0.8 
par cent rise In Canadia n 
consumer prices ware a remit 
of that month’s poor weather; 
February is Btely to see a retisn 
to tower inflation, with annual 
CPI growth of 1 per cant 
Wednesday; US durable goods 
orders for February are 
expected to rise, although by 
less than half of January's 
upwardly-revised 1.6 percent 
monthly powth. 

Thursday: New Zealand's 
ctrrent account is forecast to 
show a deficit equal to 7 per 
cant of gross domestic product 
for 1997, after weakening 
transfer and trade balances in 
the foirth quarter last year. 

The UK’s vtetoie trade 
batanoe for January b 
published, with erratic exports 
helping to keep the deficit to 
about £1.1bn. 

Friday: France's trade balance 
may start to show the effects of 
Aslan turmoU, with a smaller 
surplus far January than 
December’s FFr13JJbn. 


■badly CO 
a labyrinth 


ACROSS 

1 Steal fitting after writing 
about one (14) 

10 Snmo room Nancy «* 1 ogn«l 
round (5) 

11 Rescuer's story about fel¬ 
low taking watch (9) 

12 Stray cat I recollect wan¬ 
dering CO 

13 To revel ia to err 1 

14 Colour I used la a lat 

(B) 

16 Chew gum at final whistle 
(9) 

19 Study point of view of girl 
(9) 

20 Handed student the chair¬ 
man's Iwiwnwr (5) 

22 Drank with one doctor hav¬ 
ing taken one to bed! (7) 

25 Mum’s tn time if returning 
tights made of this CD 

27 Black, staggering, carried a 
block (9) 

28 Avoid taking time the day 
before (5) 

29 Brush madly then broad¬ 
cast some music (6,3,5) 
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L-M70 LUXEMBOURG 

Notice is hereby given that the Extraordinary General Meeting of 
ahareholdcn shall be hdd at the registered office on March 31,1998 
at 3jOO pm for the purpose of co n sid e ring the following agenda: 

1. lb bear the report of the auditor to the liquidation appointed at 
the previous Meeting. 

2. 1b give discharge to the liq u i da t or, A udi to r n to the Bqrridation 
and dir ector s who had been in place. 

3. Tbdedde to close the liquidation and distribute the remaining net 
i in cash. 


A To deddo to keep the records of INTERMARKET FUND for & 
tain of five yean at tile offices of Basque Internationale i 
Luxembourg S-A. 

StarchokJer* ore advised that at Am Meeting, no quorum n required 
end the decis i on will be passed by a simple majority of the shares 
r e p r e se nte d at the meeting. 

In enter to atten d the meeting of INTERMARKET FUND, the 
o wner s of bearer shares win have to deposit their shares five dear 
days before Ibc Meeting at tin registered office of the Company. 

THE BOARD OF DIRECTORS 
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DOWN 

2 Dogs I love taken in pub 

raid (9) 

3 Awake after a drink, right! 

4 Lava nice lamp tamed out 
of copper (9) 

5 Present given away by the 
Quern (fi) 

6 It’s about putting on wdgfat 
and recovering (9) 

7 Separate and pop np to 
craft ( 5 ) 

8 Support tip of rambling 
rose(7> 

9 It's very funny but second 
best (6) 


15 Found TW ft iri i lahtnff hta sta¬ 
ble (9) 



18 Notice weathercock has 
label Inside edge (9) 

15 Plant caught on part of gun 


carriage (7) 

21 Landlord wanting a bit of a 
word? (6) 

23 My band goes ahead, which 
Is mad (5) 

24 Leading man in Rada 
ruined play (El 

28 Wave from a toff (fi) 



Winner of Puzzle NoJ),Q2& Miss C. Stevens, Sheffard, 
Bedfordshire. 
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No.9,638 Set by GRIFFIN 

A nwgraim of Lament Perrier Rota champagne for the first cmrect 
solution opened. This prize ta available only to winners livin g tn 
England. Scotland and Wales. Winners with overseas addresses will 
receive a stainless steel ST desk dock. Sctuttons by Thursday April 2, 
marked Monday Crosswad 9,695 on the envelope, to the Rnsuetal 
Tbnee, 1 Southwark Bridge, London SE1BHL. Sohmoa an Monday April 
6. Please aOow 26 days for delivery of prises. 

Address.................... 
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Section 


Please Call Marion Wfeddertxnn 
on +44 0171873 4874 
















\ 


J',?’ 






* **! 


_ S : : 





• A "-aL>* 
■■ ^ a: 


■ * -. 'H 

'• ■-■»-rs 


’ - -'■ - vr.z 

- ' * . —" i; 

* Trr. 

-■ .’ .■■■'. r. 




. -=TE 


FINANCIAL TIMES MONDAY MARCH 23 1998 


I INAN( IA1 [ IMI S SURVEY 


Monday March 2 3 1938 


ECONOMIC AND MONETARY UNION 

Although May 2 is the selection day for 
Emu members, many questions remain 
unanswered. Lionel Barber reports 

Safe landing expected 
for 11 countries 



On Saturday, May 2, the 15 heads 
of government of the European 
Union will select the founder 
members of economic and mone¬ 
tary union, the meet momentous 
step toward greater European 
Integration in 40 years. 

It is a racing certainty that n 
countries, including Italy, will 
qualify. Britain, Denmark, and 
graded will initially stay on the 
sidelines for political reasons. 
Greece, the sole economic lag¬ 
gard, will be encouraged to join 
sooner rather than later. 

just 18 months ago, few would 
have predicted such an outcome. 
Spain and Portugal’s chances of 
meeting the entry criteria for 
Emu looked questionable. Italy’s 
prospects looked even more 
remote. Even France and Ger¬ 
many were struggling. 

Yet, in the past 12 months, all 
Bu governments have stiffened 
the sinews and summoned up the 
blood to make a spurt to the Emu 
hnrchitig line. On the way, they 
have scraped around for every 
Spare franc, pfennig, and peseta 
m extra revenues .to hit the Maas¬ 
tricht treaty's public deficit tar¬ 
get of 3 per cent of gross domes¬ 
tic product for 1997. 

lids has been an impressive 
eiefdse in political will, espe¬ 
cially on the part of Chancellor 
Helmut Kohl who views Emu as 
Europe’s (and bis own) monu¬ 
ment for the 2ist century. But 
there are tentative signs of a 
deeper economic transformation, 
especially in Italy, where a cen- 
tteleft government; prodded by 
the fault of Italy, has performed 
Hrihor miracles. 

But May 2 is not the mid of the 
Story. Questions remain about 
the sustainability of the Emu 
experiment; the degree of real 
convergence between the de facto 
single currency bloc built around 
the D-Mark end the new.converts 
to the Goman stability culture 
from the south; and -the-credibtU 


ity of a selection process In 
which almost everyone is a win¬ 
ner and no one a loser. 

These are the doubts which the 
European Union intends to 
address in the run-up to the May 
1-3 summit in Brussels. For 
though It has been dear 
October that Emu would be polit¬ 
ically “broad", the politicians 
know they must offer a convinc¬ 
ing economic Justification both to 
the financial markets and a 
sometimes sceptical public. 

The first significant event 
takes place on March 25 when 
the European Commission and 
the European Monetary Institute, 
the forerunner of the future 
European Central Bank, publish 
reports on the progress which the 
15 EU member states have made 
toward meeting the five Maas¬ 
tricht criteria for Emu. These 
are: 

A Brice stability: member states 
need to show an average rate of 
Inflation which does not exceed 
by more than L5 per newt the 
three best performers. 

■ Exchange rate stability: coun¬ 
tries are expected to observe 
“normal" fluctuation margins 
within the exchange rate mecha¬ 
nism for at least two years, with¬ 
out devaluing against the cur¬ 
rency of any other member state. 
A Interest rate stability: 
long-term rates are not expected 



to exceed by mare than 2 per cant 
the three best performing mem¬ 
ber states. 

■ Sustainability of public 
finances : the public deficit should 
be at or dose to 3 per cent of 
GDP, barring temporary and 
exceptional circumstances. 

■ The ratio of public debt to 
GDP should not exceed 60 per 
cent - unless the ratio Is suffi¬ 
ciently diminishing and 
approaching the value “at a satis-, 
factory pace”. 

In the past few weeks, the 
Commission and the EMI have 
been playing a game of cat ahd 
mouse over the respective con¬ 
tent of their reports. Hie Com¬ 
mission, which will make the 
sole recommendation on which 
countries have met the criteria, 
has Bought to coax the central 
bankers at the EMI to minimise 
differences in interpreting the 
perfiyr wiflncfl of countries. 

The EMI - with Hans Tiet- 
mByer, president of the Bundes¬ 
bank In the forefront - has 
refused to gloss over weaknesses. 
The prime area of concern is the 
high level of gove rn ment debt 
Belgium and Italy have debt 
ratios which, thnug h diminish¬ 
ing. are twice the limit set in the 
Maastricht treaty. A second ques¬ 
tion is the long-term funding of 
state pensions, highlighted by 
low birth rates and an ageing 
population in Europe. 

Romano PTodi, Italy's prime 
minister, insists he has nothing 
to prove to the Germans or any¬ 
one else who still harbours 
doubts about the sustainability erf 
his country’s squeeze an public 
deficits. “I am not a social worker 
or a father confessor,” he said in 
a recent trip to Brussels. 

On the other hand, the Route 
government is to bring forward 
its draft budget for 1999 and has 
laid out an ambitious medium- 
term plan for reducing the debt 
to the Maastricht limit. 
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In Germany, where public opin¬ 
ion Is most fragile. Chancellor 
Kohl has invited the Bundesbank 
to make its own assessment, clev¬ 
erly co-opting the central hank in 
the exercise: Speculation about a 
critical minority report looks 
wide of the mark, if only because 
Mr Tietmeyer, whose word 
counts most, will have already 
Signed a broadly favourable EMI 
report 
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Once the kmi and Commission 
reports are made public, the 
debate will begin in national par¬ 
liaments and the European Par¬ 
liament ahead of the Jumbo 
summit over the weekend of 
May 1-3. 

Hie first meeting takes place 
amobg EU finance ministers on 
Friday, May 1. They will formally 
debate the Commission report 
and make recommendations to 


EU leaders who will make the 
historic choice of the founder 
Emu countries the next day. 

At the same time, EU leaders 
are also expected to formally 
unveil their choice of the presi¬ 
dent of the European Central 
Bank, the vice-president, and the 
four other members of the execu¬ 
tive board. Wim Duisenberg, the 
former president of the Dutch 
central bank and EMI president 


appears to have confirmed hifl 
front-runner status, though Jean- 
Trichet, governor of the 
Banque de France, is still in the 
running.. 

Finally, EU finance ministers 
and national central bank gover¬ 
nors, are expect to announce the 
bilateral exchange rates among 
currencies in the future euro 
zone. 

- The purpose is to minimise 
exchange rate volatility ahead erf 
the irrevocable fixing of parities 
when Emu is formally launched 
an January l, 1999 and a single 
monetary policy operates across 
the euro zone. For the next three 
years, national currencies will co¬ 
exist as non decimal denomina¬ 
tions erf the euro. Euro notes and 
coi n** will enter circulation in 
January nnA June 2002. 

Without the euro jangling in 
the public’s pocket, one might 
describe thin lengthy transition 
period as “virtual monetary 
union”. But in feet those coun¬ 
tries inside the single currency 
zone will use the time to put in 
place ttia building blocks of the 
post-Emu world. 

This means the successful 
launch of the new European Cen¬ 
tral fank; the maintenance of 
budgetary discipline through the 
German-inspired Stability arid 
Growth Pact; and the launch of 
the new Euro-X forum which 
Emil members will use to 
co-ordinate their economic poli¬ 
cies. 

In policy terms, the Frankfort- 
based Euro-fed will have to 
dwririe whether to adopt inflation 
or monetary targets or a combi¬ 
nation of both. But In practical 
terms, the challenge will be to 
establish the credibility of the 
new currency and the new insti¬ 
tution with resources which will 
initially fall short of national cen¬ 
tral banks. 

Second, economic management 
in the euro zone will depend an 
co-ordination in established 
forums such as the Ecofih meet¬ 
ings of EU finan ce ministers, but 
also on the new body known as 
the Euro-X club. This is the Brus¬ 
sels code-word for Informal meet¬ 
ings of Emu membss. 

The gestation of the single cur¬ 
rency has bear painful: in the 
popular mind, it has become 
associated with low growth, bud¬ 
get austerity and high unemploy¬ 
ment. After May 2, Europe's 
search for monetary stability win 
have moved to a new stage. Now 
comes the hard part making the 
new system work. 
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2 ECONOMIC AND MONETARY UNION 



1 THE CASE FOR EMU 


WOLFGANG MUNCHAU 


JL 


THE CASE AGAINST EMU 


ROBERT CHOTE 


Europe’s big opportunity Cliffhanging imprudence 


Pessimists abound but there are many reasons for optimism 


The European single currency is a bad idea whose time has come 


Few economic events in 
recent years have been 
greeted with more pessi¬ 
mism than European eco¬ 
nomic and monetary union. 
The critics have warned that 
a monetary onion without 
parallel political union can¬ 
not work in the long term. 
Their argument suggests 
that the institutions of the 
monetary union would lack 
political support, and mone¬ 
tary policy would become 
progressively biased. This 
imbalance, they claim, could 
lead to high unemployment, 
high inflation or both. There¬ 
fore, Emu would ultimately 
dome unstuck. 

Of course, it is conceivable 
that Emu will founder, but 
these doubts would apply to 
any new regime. Notwith¬ 
standing the inevitable 
uncertainties, there are rea¬ 
sons for optimism. 

The crucial question is: 
will Emu will have a positive 
dynamic impart, on the econ¬ 
omy? In other words: does 
Emu have Teal” effects - 
those that impinge upon eco¬ 
nomic growth and jobs - or 
is it merely a nominal 
change in exchange-rate 
regimes? If the effects were 
purely nominal. Emu's eco¬ 
nomic sense would indeed be 
open to question. Some econ¬ 
omists have, in fact, maria 
such a case. But risk-reward 
trade-off would be different 
under such a scenario. 

This balance would 
chang e if Emu had real eco¬ 
nomic effects. Emu's more 
confused advocates have 
been citing savings on trans¬ 
action and hedging costs, or 
even the added convenience 
for tourists as reasons for a 
single currency. While these 
are minor advantages, they 
are no reason to change a 
currency system. 

The real economic advan¬ 
tages will result from inter¬ 
action between the single 
currency' and the single 
European market, which 
exists as a legal reality, but 
not as an economic reality, 
since it is -ignored by most 
companies and consumers. 

An analogy Is the role of 
technology as a factor in eco¬ 
nomic growth. Alan Green¬ 
span, chairman of the Fed¬ 
eral Reserve Board, argued 
that the maturing of new 
technologies and their inter¬ 
action helped the US achieve 



Alan Greenspan: timing the essential Ingredient 


a relatively long run of 
robust non-inflation ary 
growth. His point relates to 
timing . It Is not the inven¬ 
tion of the technology that 
counts, it is the time taken 
for various technologies to 
interact, apd to catch 022 . 

This is true of Europe's 
single market. The pro¬ 
gramme started off as a 
grand idea in the 1980s but 
was bogged down by a long 
list of controversial harmoni¬ 
sation measures. The sup¬ 
posed Big Bang for the sin¬ 
gle market was supposed to 
take place in 1992. But the 
Big Bang turned out to be a 
damp squib, when most EU 
countries entered a 
protracted cyclical economic 
downturn. 

The supposed efficiency 
gains never came about 
because consumers and pro¬ 
ducers - apart from the 
large multinationals — did 
not behave as though they 
were in a single market. 
National exchange rates, 
despite the relative stability 
brought by the exchange 
rate mechanism of the Euro¬ 
pean Monetary System, 
acted as a quasi-tariff. 

Several IJS critics of Emu 
have pointed out that a sin¬ 
gle currency is not needed to 
run a successful free trade 
area. That is true. But a sin¬ 
gle currency is necessary to 


run a single market The EU 
has never aspired to emulate 
Nafta. the free trade zone 
Comprising tha US, Canaria 
and Mexico. The EU has 
always bad its eyes on the 
US economy itself. 

Emu would create a mar¬ 
ket of 288m people, based on 
the likely start-up group of 
11 EU countries, a market in 
which suppliers and consum¬ 
ers would treat the entire 
region as home territory. 
German consumers would 
no longer ‘import” cars from 
Italy. They would just buy 
them. 

The single currency would 
therefore act as a catalyst 
that would elevate the single 
market from a formal to a 
real event. This process 
would, of course, Initially 
affect the traded sector of 
the economy to a greater 
extent than the non-traded 
sector. 

The other real advantages 
largely result from the same 
effect:, a single currency 
would modernise antiquated 
systems of corporate finance 
because inefficient domestic 
capital markets would be 
replaced by a liquid euro-de- 
nomlnated market in corpo¬ 
rate bonds. Medium-sized 
companies would have 
access to this new capital 
market, rather than having 
to rely far finance on a rela¬ 


tively inefficient banking 
system. Investors would be 
able to buy securities with 
highly diversified risk/re¬ 
ward tradeoffs. No currency, 
not even the D-Mark, allows 
such diversity. 

But by far the biggest 
long-term economic effect 
would result from the way 
consumers and producers 
react to the total transpar¬ 
ency of wages and prices. 
Emu is bound to reduce, 
through arbitrage, the price 
and wage differentials across 
the EU. which are signifi¬ 
cantly greater than they are 
across the US. 

Emu will accelerate the 
move of production towards 
the most cast-efficient areas. 
It will also accelerate the 
industrial transformation 
process in the highly indus¬ 
trialised countries, such as 
in France and Germany. A 
policy of supporting ailing 
industries would become 
less viable under Emu. More¬ 
over, this would become 
obvious to the majority of 
the electorate, in a way that 
may not yet have occurred 
to than. 

These arguments are 
almost all microeconomic - 
or rather they are based on 
art interaction between 
microeconomics and politics. 
These adjustments are diffi¬ 
cult to simulate on a com¬ 
puter, although some brave 
economists have been trying 
to do precisely that 

Advocates of Emu may be 
wise to acknowledge that 
Emu may lead to higher 
unemployment in the short 
term. They should concede 
that the potential for strong 
efficiency gains would be at 
risk if Emu were to lead to 
serious macroeconomic dis¬ 
tortions, caused, for exam¬ 
ple, by asynchronous busi¬ 
ness cycles, or false fiscal 
policies. It Is at this point 
where success or failure will 
depend on behaviour and 
political processes. The 
stronger those distortions, 
the greater the need for fis¬ 
cal policy co-ordination, if 
not centralisation, and for 
fiscal transfers from wealthy 
to poor areas. . 

But with those in place. 
Emu is an opportunity to 
achieve the biggest welfare 
and efficiency gains of any 
economic event or system in 
post-war European history. 
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European Community 


Floating Rare Notes due 2008 


Salomon Smith Barney octal as 
Lead Manager in thisi 


EURO 1,000,000,000 
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Abbey National Treasury 
Services pic 


Fixed Race Senior Bonds due 2003 


Salomon Smith Barney acted as 
Joint Lead Manager in this transaction. 





History and politics explain 
why Europe is adopting a 
single currency. Economics 
explains why it should not. 

In judging any economic 
reform, one should compare 
benefits and costs. The bene¬ 
fits of monetary union are 
predictable and will at best 
be modest; the costs are 
unpredictable but could eas¬ 
ily be spectacular. 

The abolition of currency 
fluctuations within Europe 
should reduce transaction 
costs, make national price 
differences more transpar¬ 
ent, promote industrial spe¬ 
cialisation and encourage 
trade and investment flows. 

But Germany, France, 
Austria and the Benelux 
nations have in effect shared 
a sin gle monet ary policy for 
a decade, with exchange 
rates as good as fixed. They 
have not enjoyed an eco¬ 
nomic renaissance as a 
result: so why should the 
more disparate group that is 
now to adopt the euro? 

Embracing the single cur¬ 
rency also means losing both 
monetary autonomy and the 
ability to use nominal 
exchange rate movements as 
a shock absorber. This need 
not matter if the currency 
area possessed three attri¬ 
butes that would allow it to 
cope with asymmetric 
shocks or a deterioration in 
competitiveness within a 


member country: 

■ Residents owning inter¬ 
nationally diversified assets; 

■ Fiscal transfers between 
countries or the flexibility to 
use fiscal policy nationally; 

■ Flexible nominal wages 
or physical labour mobility. 

Relative to the US - a suc¬ 
cessful single currency area 
of similar size - Europe per¬ 
forms poorly on all three. 

Many US residents own 
significant financial assets 
in states other than their 
own, especially equities held 
in pension funds. So, when 
the economy in Massachu¬ 
setts is doing badly, many 
residents wifi be cushioned 
by income from investments 
in Texas or California. In 
contrast, most residents of 
the putative euro-area do not 
own significant equity assets 
outside their own country. 

Language, cultural and 
housing market differences 
also mean that people are 
less mobile in Europe than 
in the US. Some economists 
reply that US workers move 
only in response to 
long-term structural 
changes, not short-term fluc¬ 
tuations. But as monetary 
union 6hould encourage 
nati onal rnSna fnai specialis¬ 
ation, Europe's lack of 
long-term labour mobility 
will still matter. 

Wages are also more rigid 
in Europe than in the US. 


H i g h redundancy costs mean 
that movements in pay rates 
are less likely to absorb 
asymmetric shocks in 
Europe. 

joining the single cur¬ 
rency means accepting a sin¬ 
gle interest rate set by the 
European Central Bank. For 
some peripheral euro-area 
members this will mean 
adopting low interest rates 
suited to the sluggish econo¬ 
mies of Fiance and Germany 
whan their domestic condi¬ 
tions argue fix- tighter policy 
to stem inflationary pres¬ 
sures. 

By Joining monetary union 
at this stage in their eco¬ 
nomic cycles, Ireland and 
Spain are behaving like the 
eponymous characters in the 
film Thelma and Louise: 
driving straight for the cliff, 
pushing the accelerator. 

Inappropriate monetary 
policies need not matter if 
national fiscal policies com¬ 
pensate. Euro-members wifi 
retain the ability to compen¬ 
sate for loose monetary pol¬ 
icy with Ugh* fiscal policy, 
but the mind boggles to 
think bow much more tight¬ 
ening Ireland needs to avoid 
Us looming boom and bust 

But what if the ECB's 
monetary policy is too tight 
for a country's domestic 
needs? Its ability to loosen 
fiscal policy will be con¬ 
strained by the absurd 


“growth and stability pact", 
which is specially designed 
to p»"i«h a country for run¬ 
ning too big a budget deficit 
by mat ting it even bigger. 

But the growth and stabil¬ 
ity pact may be overtaken by 
events. The largely unac¬ 
countable ECB Is likely to 
run a tight monetary policy 
in Its early years, to estab¬ 
lish the "credibility” to 
which every central bank 
aspires. Eventually, as 
unemployment rises and 
political extremism foments, 
fiscal prudence will crack. 

Unless, of course, the disci¬ 
plines of the single currency 
have by then inspired the 
liberalising structural 
reforms that years of exces¬ 
sively tight monetary policy 
in France have so conspicu¬ 
ously failed to deliver. 

Floating exchange rates 
are no more a panacea than 
fixed ones or a single cur¬ 
rency. But Europe would be 
better served by a regime in 
which monetary union was 
confined to those economies 
that are in effect subsets of 
Germany's. The remainder 
nhmiiri retain their own cur¬ 
rencies and pursue monetary 
policies aimed at low and 
stable domestic inflation. 

Unfortunately, it is too 
late for this. The broadly 
based single currency is a 
bad idea whose time has 
come. 


EUROPEAN CENTRAL BANK • by Wolfgang MQnchau 



Wim Dubanborg and Joan-Claude TrichoC candidates for tha presidency 


Uncertain outlook for ECB 

Many questions 
about Emu's most 
important 
institution remain 
unanswered 

A new central bank, the 
European Central Bank 
(ECB), will be set up -in 
Frankfurt this summer: The 
new bank will be the main 
institutional change to take 
place within the European 
Union in preparation for eco¬ 
nomic and monetary union. 

What kind of central hank 
will the ECB become? Will it 
be a European version of the 
Bundesbank, or a hybrid? 

These are questions still to 
be answered- The other big 
uncertainty Is the mm* of 
the person who will become 
its first president There are 
two candidates - Wim Dtris- 
enberg, the Dutch central . 
banker who is president of 
the European Monetary 
Institute, the forerunner of 
the ECB, and Jean-Claude 
Trichet, governor of tiie 
Bank of France? Mr Duiseri- 
berg is thought to'be the . 
clear front-runner;, but .so . 
far, there is no agreement 
among EU leaders. . 

The choice of president is 
important because'it will 
determine the nature of the 
ECB. Both candidates adhere 
to the monetarist orthodoxy 
that has prevailed among 
central bankers since the 
1970s. Therefore, from the 
point of view of monetary 
policy, neither one is pre¬ 
ferred above the other. 

But there are other factors 
to consider. A French presi¬ 
dent could introduce a 
French cabinet system - 
close circles of high-level 
advisers who act as a pow¬ 
erful internal caucus and 
who would have more influ¬ 
ence than the career civil 
servants. A Dutch'central 
banker would be expected to 
adhere to the Anglo-German 
model of hierarchical struc¬ 
tures under which career 
civil servants have direct 
access to the politically-ap¬ 
pointed central bankers. 

AH this la about power, 
not about policy as such. 

Another unresolved power 
issue Is the relationship 
between the ECB's Frank¬ 
furt headquarters and the 
national central banks. The 
ECB will be only one insti¬ 
tution in a network of cen¬ 
tral banks known as the 
European System of Central 
Banks, or ESCB. 

The. ESCB is modelled 
closely on the federal central 
b anking system of Germany, 
where the Landeszentralban- 
ken, state central banks, per¬ 
form important functions as 
distribution centres, as liai¬ 
son points for the regional 
banking system and as a 
valuable source of intelli¬ 
gence about regional eco¬ 
nomic Conditions. Its'presi¬ 
dents, the famous 
backwoodsmen, are powerful 
members of the Bundes¬ 
bank’s central council. 

But it is the Bundesbank 
rather than its subsidiaries 


that intervenes in- the cur: 
rency markets, when such 
intervention is necessary. 
More important, the Bundes¬ 
bank. conducts the money 
market' operations - the 
biweekly securities repur¬ 
chase operations - by means 
of which it injects liquidity 
into the markets and find- 
tones interest rates. * 

This is where the Bundes¬ 
bank will differ from the 
ECB, which will not nor¬ 
mally engage in market 
operations. However, this is 
an area of dispute, largely 
between the French, who 
favour a decentralised sys¬ 
tem, and the Germans who 
prefer as much power as pos¬ 
sible concentrated In Frank¬ 
furt. in terms of political 
argument it Is rare Indeed 
for France to champion 
decentralisation and be in 
direct ■ opposition to Ger¬ 
many. 

. On this point, the French 

view is likely to prevail. The 
statutes of the ECSB, 
together, with operating 
rates that were agreed sub¬ 
sequently- as part of the 
preparations for Emn, 
appear to favour a decentral¬ 
ised system. 

The ECB, by contrast to 
the Bundesbank, will be a 
relatively lean operation, 
employing initially only 
about 500 people, compared 
to the many thousand 
employees in other EU cen¬ 
tral hanks, especially the 
Bank of France and the 
Bundesbank. It win operate 
on a much tighter budget 
than other central banks and 
this may not be sufficiently 
generous to enable it to cre¬ 
ate a power base. 


Financial markets are 
already wondering what 
kind of central bank the 
ECB will be. Mr Duisenberg 
has always favoured the idea 
of borrowed credibility; 
whereby the ECB takes over 
where the Bundesbank left 
aft 

However, sceptics argue 
that the ECB will not have 
the same popular support in 
the Emu zone as the Bundes¬ 
bank has in Germany. It 
faces a much more diverse 
political apparatus made up 
of the various EU institu¬ 
tions - the European Com¬ 
mission, the Ecoftn council 
of finance ministers, Hip 
E uropean Parliament, and 
the Ell. the group of 
finance ministers of the 11 
likely first-wave participants 
in Emu. 

. A senior German central 
banker has .painted out that 
within such an environment 
the ECB . is likely to tread 
cautiously, even if drastic 
action was required. 

Since the Bundesbank can 
serve only as a limited role 
model for the ECB, the ques¬ 
tion arises whether it should 
copy the Bundesbank’s oper¬ 
ating practices. Its board 
structure already resembles 
that of the Bundesbank - an 
internal executive commit¬ 
tee headed by the ECB's 
president, and a decision¬ 
making council that consists 
of the members of the execu¬ 
tive committee and the gov¬ 
ernors of tiie national cen¬ 
tral banks. 

How transparent should 
this council be? Should it 
publish minutes of. its 
monthly meetings? Should, it 
reveal how the individual 


members of the council 
voted on particular deci¬ 
sions? Institutions with long 
track records, such as the 
Bundesbank, may not need 
such official transparency, 
but transparency is never¬ 
theless achieved - by winks 
and nods and frequent 
speeches, often intended to 
signal a change in policy. 

Whether the system of 
nods and winks win trans¬ 
late from the German into 
the European context, 
remains an open question. 
More likely. It will not work 
that smoothly, and the ECB 
may be forced to accept a 
system of communication to 
allow observers to under¬ 
stand its actions. This is 
especially important during 
the initial period of uncer¬ 
tainty about the operations 
of the ECB. 

One example is the use of 
policy targets. Monetary tar¬ 
gets are extremely contro¬ 
versial among economists, 
but have the advantage of 
being relatively transparent 
If a monetary aggregate is 
consistently out of line 
with its target range, 
financial markets would 
expect corrective policy 
action. 

The problem is that even 
suppo rters of monetary tar¬ 
geting, such as Otmar Issing, 
a senior Bundesbank execu¬ 
tive. acknowledges that it 
can only play a limited rote 
in the early years of Emu, 

and that it should be cofople- 

mented by an explicit infla- 
tion target. But dual target¬ 
ing m akes transparency far 
mare difficult and the need 
for effective -communication 
more pressing. 

















iprud 






nok for EC ' 



*9 





FINANCIAL, times 


MONDAY MARCH 23 1998 


HI 


Roccot mowtaynnions 


■ sw 

li'mHHWiMiii 


Baton 


--u yaw unman tinted snd&nfenri 

Rwi‘l707. 

KsfiBAhunataryution 

US Federal (teem system 1 — 

fronOWv 

Fremi9l3 

Sernam onffleattoc **—- 

Agjsfe! SBaSBi*. U 

Premia*) 


-r RwtHWB 

West AUcan-OKA fraocritfie ■ • 1* ■■■ 

.. - ftwnlBri. 

■ Mad anew mWmi it*— coEamg 


The Sorfat aystom ■ - - - 

1857-wSnmitered 

■ Taraponcy raonatey oolom . . 

1017-1*3. 


18&WWT 

■ Other ewasey pegs - - 

1873-1920 

. Bcfctstwtfart 1 

1870-1831/36 . 

Bratton Woods 

' W4*^973 

BM ‘ 

. From T87H 

- ST-:_ . - 1B87 

HISTORY • by Gerard Lyons 


Survival 


depends on 
political union 



The lessons of 
history suggest 
that the success 
of Emu is far 
from guaranteed 

The European economic and 
monetary union (Emu) may 
need to become a political 
union to survive. This is one 
lesson from a historical anal¬ 
ysis of monetary unions in 
the 19th and 20th centuries. 

Monetary unions of large 
sovereign nations which do 
not have political union 
eventually fail, sometimes 
after a long time. 

Politics has been the driv¬ 
ing force behind Emu. Since 
the Luxembourg prime min¬ 
ister presided over the Wer¬ 
ner Report in October 1970, 
the irreversible fixing of 
exchange rates lias been a 
central objective in Euro¬ 
pean economic policy. Yet, 
even in 1970 it was not a new 
idea. A century ago Europe 
was also dominated by the 
desire for currency stability 
and the experim«» thiursug-.^ 
gests Emu’s success is for 
from guaranteed.’ 

Monetary , unions can be 
divided into four categories, 
as shown in the table. 

The first 
category is 
where politi¬ 
cal union has 
ensured the 
monetary 
union's suc¬ 
cess. Many 
examples fit 
this category. 

A recent 
example is 
German unifi¬ 
cation. Longer 
lasting is last 
century's Ital¬ 
ian monetary Gerard Lyon* is chief 
union, which economist of OKB International 
followed polit¬ 
ical unification in 1861. The 
^sample Emu may try and 
emulate is the US Federal 
Reserve, established in 1913 
as a decentralised system. 

The setting of twin policy 
mandates for the Federal 
(ppen Market Committee, as 
Well as accountability to 
{fongress, have ensured a 
credible yet flexible mone¬ 
tary policy. This has been 
supported by flexibility in 
the labour market »nd in fis¬ 
cal policy, helping to create 

£ e conditions for employ- 
ant growth that Europe 
fra*? been unable to match. 

I Second, monetary unions 
small countries can sur- 
witbout political union, 
ided there has been eco¬ 
nomic convergence. Two 
pies are the 1923 Union 
Belgium and Lux- 
_ and the CFA franc 
in west Africa, which 
ias survived from 1948, 
ilped by a substantial 
luation in 199& following 
tinting economic per¬ 
formance. 

| The third category is 
Where the survival Of the 
monetary union is depen¬ 
dent an the political system. 

Once the political system 
binding it together collapses 
flie monetary union fails. 

One example is the collapse 
of the Soviet system, another 
is the failure of the 19th cen¬ 
tury German monetary 
miinn. This was one of three 
monetary unions which co¬ 
existed across Europe a cen¬ 
tury ago, the other two with¬ 
out political union. All three 
survived for some time. 

There is a common percep¬ 
tion that political union pre¬ 
ceded German monetary 
union in the 19th century. 

Yet, many elements of mone¬ 
tary union were In place fol¬ 
lowing the creation of the 
Zollverein in 1834, w hich 
removed all internal tariffs 
and created a single market, 
prior to German political 
union in 1871. Then followed 
the formation of the Relchs- 


bank in 1871 and the intro¬ 
duction of the mark in 1676. 
The collapse came at the 
outbreak of • the first world 
war. 

The fourth category is a 
temporary monetary union 
that survives-for a long time 
without political union but 
eventually collapses. The 
Latin and Scandinavian 
monetary unions from last 
century are examples. 

The Latin monetary imtnr> 
was farmed in 1865 between 
France and the closely 
linked economies of Bel¬ 
gium. Italy and Switzerland. 
Greece joined in 1668. It was 
a bimetallic union, initially 
based on silver and then on 
gold. The precious metal 
standard, common in old 
unions, reflected a commit¬ 
ment to fiscal conservatism 
and gmaii balanced budgets. 
This union ran alongside 
Germany’s monetary union 
nntil the first world war. 

Denmark and Sweden 
almost joined the Latin mon¬ 
etary union but did not, 
because of the Franco-Pros- 
sian War. Instead, they 
formed the Scandinavian 
currency union, which Nor¬ 
way joined in 1875. This was 
the most stable of all the 
unions, benefiting from eco¬ 
nomic and 
political sta¬ 
bility and 
common pol¬ 
icy objectives. 
The suspen¬ 
sion of the 
gold standard 
at the out¬ 
break of the 
first world 
war led to vol¬ 
atility in real 
e x c h a n g e 
rates and pro¬ 
vided the trig¬ 
ger for the 
gradual col¬ 
lapse of the 
Union in 1920. - 

The lesson is monetary 
unions of politically indepen¬ 
dent, large sovereign nations 
can fall, particularly when 
there is an external shock, 
causing the economic envi¬ 
ronment to change. It is 
easier for unions to survive 
when the economic cycle is 
favourable. The long time 
daring which both the Latin 
and! S candina vian unions 
survived demonstrates the 
importance to withhold judg¬ 
ment on the success of a 
nninn, until its performance 
can be judged in an eco¬ 
nomic down swi ng or -when 
there is a deflationary shock. 

There is also a filth rele¬ 
vant category for Emu. This 
is the lesson from currency 
pegs or other systems. The 
lesson from the gold stan¬ 
dard. Bretton Woods or even 
the exchange rate mecha¬ 
nism GERM) is file need for 
flexibility, particularly when 
currency systems are 
attempting to bind together 
economies whose cycles and 
structures are different-The 
ERM worked well in its first 
phase, from 1979-87 because 
the system was flexible, with 
11 frequent realignments. 
The second phase between 
1987-92 appeared to work 
well. There was only one 
realignment, when the lira 
moved to a narrow band. Yet 
all that happened was that 
problems bufit up below the 
surface. Nominal exchange 
rates did not change, but 
real rates moved badly out 
of line, providing the cata¬ 
lyst for the system’s near 
collapse in September 1992. 
Flexibility is important for 
any currency system. 

jjist year's Asian currency 
crisis was the latest example 
of the clash between domes¬ 
tic and external needs. Previ¬ 
ous experience of monetary 
unions in Europe is that 
they can last for some time, 
but ultimately Emu must 
become a political union to 
survive. 
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COULD EMU COLLAPSE? • by Wolfgang MOnchau 


Only politics can destroy Emu 


There are many 
doomsday 
theorists but Emu 
'appears now to 
be well on course 

Conspiracy theorists all over 
Europe lave to speculate on 
the possibility that Emu will 
eventually collapse. Now 
that -Emu Is almost certain 
to start on schedule next 
year, the forecast of a pend¬ 
ing disaster has replaced the : 
previously favoured predic¬ 
tion that Emu would never 
get off the ground. - •• 

EU central bankers and 
monetary officials, who 
spent the past few years 
making sure that Epm will 
work, seem relatively unper¬ 
turbed by the suggestion 
that It might eventually col¬ 
lapse. By contrast, etzro-soep- 
tic economists in the UK and 
the US are excited by the 
prospect of disaster. 

Can Emu collapse? The 
short answer is of course it 
can. But do not hold your 
breath. 

Ass uming Emu starts on. 
time next year, there win be 
two phases. During the first 
phase,- ranging from 1999 
until the end of 2001, 
national banknotes will con¬ 


tinue to circulate alongside a 
virtual epro, which will only 
arist as a noncash transac¬ 
tion currency.... 

From July 2002, the euro 
win be the only legal tender 
in Emu for cash and non¬ 
cash transactions. During 
the first six months of 2002, 
the two phases will overlap. 

After July 2002, national 
banknotes will no longer 
exist - 

Discussion of a breakdown 
must distinguish between 
the two different phases. A 
breakdown in the final phase 
of Emu would be similar to a 
break-down of the dollar or 
of sterling; That would not 
happen unless national gov¬ 
ernments - probably backed 
by referendums or two- 
thirds parliamentary majori¬ 
ties decided, to pull out of 
Emu and reintroduce 
national currencies. Since 
these currencies would no 
longer exist, governments 
would be faced with an enor¬ 
mous problem. Because it 
took several years for cen¬ 
tral banks to prepare for the 
transition from riattnrmi cur¬ 
rencies to Emu, a reversion 
to national currencies could 
not be achieved overnight It 
would take almost as long to 
get out of Emu, as it took to 
get into Emu. 


A government would have 

to muster political support 
for an orderly withdrawal 
followed by. a relatively 
lengthy prep ar ation process. 

There are other, more dis¬ 
turbing, but less likely sce¬ 
narios. For example. Emu 
could break up as economic 
tension becomes unbearable. 
But those who believe in this 
scenario should try to put 
themselves into the position 
of future EU leaders who 
would have to take such a 
decision. 

An overnight break-up of a 
currency zone, without prep¬ 
aration, would entail mas¬ 
sive risks. There would be 
no banknotes ready for dis¬ 
tribution the next day. It 
could enormous sys¬ 
temic risk for the flrinnrrlnl 
sector. Banks would find 
themselves with ifahj i fHaa in 
expensive dollars, and assets 
of worthless euros. 

Once established, the life- 
or-death choices become 
highly asymmetric. The risk 
of continuing Emu will 
always be more calculable 
and more palatable than the 
risk of abolishing it after 
2002 . . . 

In the 1999-2001 phase, the 
situation is not fundamen¬ 
tally different, despite the 
uninterrupted circulation of 


nottiwi banknotes. 

Since national currencies 
would xgmaln in circulation, 
and since euro banknotes 
and coins would not yet 
-have, been distributed, a 
break-up of Emu would, dur¬ 
ing this phase, leave 
national governments free to 
re-issue national banknotes, 
and coins under a domestic 
monetary regime. These 
national currencies would 
then presumably tree-float 
against the others. 

Walter Eltia, a UK econo¬ 
mist, has argued that such a 
possibility could induce 
holders of, for example, lira. 

hunlm/^At ap H coins to pOB 

Into D-Mark banknotes after 
1999. This could be a profit¬ 
able tactic, if Emu were sub¬ 
sequently to break up. The 
assumption is that under 
such circumstances the 
D-Mark would be reintrod¬ 
uced as a bona fide c urre ncy 
and would appreciate 
sharply. 

But this theory ignores 
some realities. First, while 
piling into D-Marks is possi¬ 
ble, it would by itself not 
jeopardise Erma. Unlike .the 
exchang e rate mechanism. 
Emu cannot be driven apart 
by speculative attack. Dur¬ 
ing the transition period, lira 
and D-Mark banknotes 


would be denominations of 

the currency, the euro. 
If everybody piled into 
D-Marks, the money supply 
of the- euro would not 
chang e. Only its composition 
would change. This scenario 
would only be profitable if 
Emu were to break up far 
other reasons. It is, however, 
highly unlikely that govern¬ 
ments would poll out of Emu 
so soon. 

Furthermore, the scenario 
also misjudges the mecha¬ 
nism by which national cur¬ 
rencies would be reintrod¬ 
uced. A break-up would be 
no orderly process. There 
would be no ERM to glue 
them together. There is 
nothing that would prevent 
a reincarnated Bundesbank 
treating these speculative 
D-Mark accounts held out¬ 
side Germany as non-exis¬ 
tent It can be argued that 
these so-called D-Mark 
accounts would be merely 
denominations of a defunct 
euro. A newly-introduced 
D-Mark would be a legally 
different currency from the 
old D-Mark. 

The point is that Emu can 
only be destroyed by a politi¬ 
cal event. Such a political 
event would in all likelihood 
only occur in times of mas¬ 
sive economic pressure and 


distortions. 

The sceptics are right in 
their assumption, but wrong 
in their conclusion. The 
chances of strong economic 
distortions at one point in 
the next 10 or 15 years, must 
be very high. But this does 
not make a breakdown of 
Emu any more likely. On the 
contrary. If faced with the 
prospect of a break-up of 
Emu, with, all the risks that 
this would involve, EU poli¬ 
ticians would probably 
Choose the soft option: joint 
action on taxes and mutual 
assistanc e, or whatever else 
it takes to reduce the distur¬ 
bances. 

This that, under 

conditions of distress, EU 
leaders would be for more 
likely to opt for what the 

French call “economic gov¬ 
ernment” - a system of tax 
coordination, perhaps even 
an Emu-wide finance minis¬ 
try, and a system of fund 
transfers to smooth the 
cyclical swings between 
booming and depressed econ¬ 
omies. 

The irony is that the con¬ 
ditions for the break-up of 
Emu are exactly the same as 
those that could lead to even 
more political and economic 
integration and centralisa¬ 
tion. 
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The Single European Currency is planned to start within 200 working days 
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Lines of power in the Emu structure 


Bmpean Central Bank 
Die EC8 stands at ms heart qf Emu. Rb he 
cants* bank for tteBnu zone, and tank ' 
Issuer of toe wo, toe new cunsncj. Tha EC8 
wlfl tie beaed In Frankfurt, where it is 
ttpedad Id taka orer physical artbgbfy 
from the European Moralay Jnstitida, IS 
praanor; 

ThcECB wffl beheaded by a presktent, who 
has oat jel been mrnineted. The president 
w« be appointed by Bi heats of state and 

gowmmentprabaHjf at aspedai eJaummt 
to be held to Brussels, May 1-3,1998. The 
ooKutta committee of she EC8 iril constat of 
a president, tioeimsiclert and tour other 
membens *wn from couWfas iftat 

partapate to Emu. Tlsefc- tern of offe* b eight 
yeara, nowanewflUe. but fere actflfferenl 
trvnillonalanungsrnentofbrheflTSteelor 
OMUthea. The term of the IN vtoe 
pnsUsnti tor ararapb. wSl be arty tour yeas. 

The EEffB mein objocthm, 83 defined h too 
Maastricht Treaty, is to ensure price stahfitty. 
LBca other central banka, it aria set rtmt-tann 
Interest rates wlto a vtew to screwing fb 
ohJecBw. tha tew! of kferest rates vsfll be 
sat by ite governing oouncfl, wttch constate of 
toe sncoftm committee and the governors o( 
toe pattctpetfrig national centra bate. (Mar 
toe Hasty, aB mantas of toe oand 
most be Mependent from poBfcsi 
bNBrfenma.lt torn of the strongest iegai 
torn of Independence ever devised far a 
central tank. 


HaUonal central tanfci 

Contrary to peptiar perception, naSonaf 
oenbrf banks «fl (toitonua to etatt arid wll 
Clay »important rtfa ruder few. Togeftar, 
too ECB ato natorai central basis wi fann 
the European Systwi erf Central Bafts {ESCB}. 
Smlar to fta federal cental tank systems to 
toe US and Germany,: toe aperaUons of the. 
ESCB Wt be highl y drarira lb ed. - 

Wife toe OTs flmonhg coond 
determines toe overall stance of policy, 
rations# centred banks wffl rattan qperafionaJ 
reaponafaffly. The precise stws-ai. however, 
has yet to be esfaMhha t There are also 
afferent view amng EU eartral bankers 
about toe desired degree rtf decertralfcataj, 

it to Bdyjhat largo national cstoat talks, 
such a Bn Bundesbank B«t toe Bank of 
Barca, wto (day M tavortantitle to money 
market operations tor attack, by cohducftig 
ragtaar Bacurtoas repurchase tandem. WBh 
toa hefa of fine so-called rapbe toe ESC8 wto 
amply toe finance system vtto tatty; anil 
the-tune toe bvaf oftoterest fate wteiki 
tha paramattas sat by the BOB'S gmwntog 
coundL 

tnterwnBan to torefcnrachanip motets 
aril also be confuctod tgrriatlcnta central 
bates such actontadeamteapprepetato. 
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cCouft 

TttebtteprbrtodadsioiHnsJtoigteunon * 
macro-ecwtonfepnfcy eafflrtlng Gance 
mbUBtars of bi 1 5 member mbs. Meetoigs 
taka pbca away monto. They Ihib pom in 
i mp ortance as ihe bfaeptte far toe bngte 
oirancy has itacensh**, aid many . 
ctaanare bettne Ecofhi amounts to an 
economic oowrniiwnt by any other rare, 
to toe pcet^wld. Ecofln yrtfl be 
(B^nnBtdeJrrgmsra economic gutosfeiea, 
eortoratofl toe use rf per praasva to 
encorogebudoetaryrecttjda, But only euo 
mne mamtaa wi haw toe iteit to sole on 
saneftns agbret fiscal badiddem and on 
sternal ssebange rate policy far toe aura. 
Man. Ecofta faces a potwtai rival body - toe 
Bru X (see MM), toe hfarmai grouptog ot 
monbere ot toe singb cunenqr ane. ‘ 



BtLSWfc 


EOTto-X 

it remains undear how toe Euro-X wH work to 
practice, but France b dsmhed tod k el 
play a central rota In defHng toe common 
totaresboftoeeauane. Batedharea 
per ma nent r a tter than a toMinfl chaernan. 

On poficy. B could sfttee toe an respoae to 
Short-tefm abocVs or mafcet tutteence. R 
cold dso define toe comnen poetoon of the 
majority of EU members to bituneiiuBl 
insUMteB such 83 B» Cr 7 or toe 
totEmatbriBl Monday find Some otaervars 
bedew Biui b ateo Vtey to be toe twum 
far new EU-clda bBtitobes to key saacsudi 
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ITALY ■ by James Blitz in Rome _ 

Set to be a 

founder 

member 


FRANCE • by Robert Graham in Paris 


Italy has cleaned 
up public 
finances but now 
faces new 
challenges 

Italy looks like It has done 
it Barring what would now 
be a remarkable turn of 
events, the country looks set 
to be a founder member of 
tbe single European cur¬ 
rency when the fiM deci¬ 
sion is taken in May. 

But although entry into 
Emu reflects the consider¬ 
able achievement of cleaning 
up Italy's public finances, 
Romano Prodi’s government 
will soon he facing a new 
and no less serious task. Can 
it carry out a range of 
reforms in the public and 
private sector that make the 
country more competitive in 
the new and more challeng¬ 
ing euro area? 

In recent weeks, as the 
starting date for the euro 
has moved ever closer, lead¬ 
ing politicians and business 
figures - including Mr Prodi 
himself - have been switch¬ 
ing the nation’s attention to 
the task ahead. 

Few would go quite as ter 
as Antonio Fazio, the Bank 
of Italy governor, who 
recently predicted that life 
in the euro for Italy would 
be ''purgatory’’. But the 
country faces three main 
challenges that need to he 
addressed if, at best Italy, is 
to thrive in the euro. And, if, 
at the very worst, it is not to 
tell out of it. 

The first challenge is the 
one faced by Italy's public 
sector. For as long as anyone 
can remember, Italy’s state 
sector has been among the 
most bureaucratic and ineffi¬ 
cient in Europe, putting 
obstacles in the way of com¬ 
panies that want to develop 
plant and of local authorities 
that want to build infra¬ 
structure. 

It can take companies 
months ~ years even - to get 
planning permission to build 


factories. Local authorities 
face similar problems in try¬ 
ing to develop roads and 
facilities. It is little wander 
that, feced with these prob¬ 
lems, Italy makes the least 
use of any European Union 
state of EU structural fluids. 
Or that some international 
companies think twice 
about investing in the coun¬ 
try. 

Realising this challenge, 
the Prodi administration has 
made a formidable attempt 
to cut red tape and reform 
the state sector. It is carry¬ 
ing out a sweeping reform of 
the heavily over-regulated 
co mme rcial sector, making it 
easier to open retail stores. 
It has developed a system of 
one-stop shops for compa¬ 
nies seeking p lanning per¬ 
mission in tbe regions so 
that red tape can be dealt 
with swiftly. It is implement¬ 
ing a big devolution of pow¬ 
ers from Rome to the regions 
to create more flexibility- 
when planning at a local 
level. Many of these reforms 
are only Just passing the leg¬ 
islative stage. The next few 
months will determine 
whether they are being effec¬ 
tively iTn pIpmpntprf 

The second main challenge 
faces the private sector. Here 
the concern is that specific 
sectors are deemed too 
uncompetitive compared to 
their EU counterparts. Bank¬ 
ing is the biggest worry. 
Until recently Italy had 
nearly L 000 banks, with the 
leading ones moulded 
around the Treasury in the 
state sector and Mediobanca 
in the private sector. But 
new alliances are being 
formed, among others, 
between San Paolo and IMI 
or between Mediobanca. 
Banca Commerciale and 
Assicurazioni Generali. 
These mergers are a sign 
that the b anks see the need 
for consolidation if they are 
to compete with their coun¬ 
terparts in the EU. But Mr 
Prodi has recently admitted 
that far more consolidation 
is needed. 


Prepared for life in the Euro-Zone? 
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avaftablltty on toe toBomng 6 courses. 

^ EMU and the Euro Explained 
^ Dales: 18-19 June 1998 & 24-25 August 1998 

^ EMU Legal Guide for the Financial Markets 
^ Dates: 7-8 May 1998 & 23-24 July 1998 

:g Redenomination of Bonds, Equities and 
Derivatives 

Dates: 7-8 May 1998 & 15-16 June 1998 

■£? Preparing your Settlement Operations for 
^ EMU 

Dates: 8-9 June 1998 & 1-2 September 1998 
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Dales: 11-12 May 1998 & 9-10 July 1998 

For more informaUon and to claim your FREE Euro-note mouse mat. 
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TO: 444171 3443833 
Far. +44171 344 0083 



Bottom of the euro class 


Romano Prodfc switchng a ttention to the task ahead 


The third concern - and 
one which involves both the 
private and public sectors - 
is the need to boost develop¬ 
ment in the south. The main 
fear here is that, without an 
improvement in business 
conditions, the south could 
tell victim to external eco¬ 
nomic shocks if. say, the 
generally wealthier euro 
area tightens monetary pol¬ 
icy. 

Tbe challenge in the south 
has many facets. The gov¬ 
ernment needs to crack 
down on organised crime 
and the black economy if it 
is to encourage Italian and 
foreign companies to invest 
in the region. It needs to 
boost the area’s road and 
rail links, amid fears that 
infrastructure here is the 
poorest in the country. 
Above all, it needs to free 
the rigid labour market, 
which has ensured that 
areas of the south still have 
25 per cent unemployment 

Easing these labour mar¬ 
ket rigidities is arguably the 
most important challenge of 
all. not least because too few 
southern workers travel 
north to meet the desperate 


need of companies there to 
fill jobs. One reason they tell 
to take up thin challeng e is 
that the cost of living in the 
north is far too great to war¬ 
rant a move for both private 
and public sector employees. 
A second reason is that 
employees are reluctant to 
leave large family homes 
where the head of the home 
has traditionally had a good 
pension or public sector sal¬ 
ary. Within the state sector 
there is, above all, the prob¬ 
lem of a lack of wage differ¬ 
entials between jobs in the 
south and north for tbe same 
type of work, discouraging 
southern workers from mov¬ 
ing on. 

Italian ministers have 
been hinting, in recent 
weeks, that they want the 
public sector to give a lead 
in this area, possibly giving 
higher salaries to workers if 
they take up a job elsewhere 
in the country. Such a move 
would need the approval of 
unions. It might mark a 
fresh start. But few doubt 
that the task of refor min g 
the labour market and the 
southern economy will be a 
long and hard one. 


The Jospin 
government has 
some way to go 
to improve its 
performance 

France comes pretty near 
bottom in tbe score-card of 
performance on achieving 
the criteria for joining the 
euro single currency. 

Alone among the leading 
European governments, 
France opted for a “soft” 
approach to compliance with 
the budget deficit target - 
the central criterion by 
which EU members believed 
they would be judged. 

On taking office last year, 
the Socialist-led Jospin gov¬ 
ernment briefly hesitated 
whether to continue 
France's commitment to the 
existing timetable for eco¬ 
nomic »nrf monetary union 
(Emit). But once prime min¬ 
ister Lionel Jospin decided 
to endorse Em u, he made it 
dear he would not impose 
budgetary austerity at the 
expense of dampening the 
beginnings of a much-needed 
economic recovery. 

As a result the economic 
team under Dominique 
Strauss-Kahn. the minister 
of economy, finance and 
Industry, formulated a policy 
which sought to balance a 
small budgetary squeeze 
with some expansionary 
measures stimulating domes¬ 
tic demand. Tlie budget defi¬ 
cit was targeted at the equiv¬ 
alent of 8.1 per cent of GDP. 
marginally above the 8 per 
cent ceiling laid down in the 
Maastricht Treaty. 

Although a modest objec¬ 
tive. government economists 
pointed out that a special 
report commissioned last 
July estimated tbe deficit 
could reach a8 per cent of 
GDP at year end if the cur¬ 
rent trend in receipts and 
spending were left uncor¬ 
rected. If such a projection Is 
taken at face value, the cor¬ 


rection carried out has been 
more substantial than origi¬ 
nally expected. But indepen¬ 
dent economists suggested 
tiie deficit estimate was,too 
pessimistic anil took Insuffi¬ 
cient account of tbe rise In 
treasury receipts as a result 
of tiie recovery undo: way. 

Whatever the truth of the 
matter, the government’s 
policy has been vindicated 
In the second half of last 
year, the export-led recovery 
was overtaken by a strong 
push from domestic demand 
Exports accounted for only 
0.4 per cent of the 2J5 per 
cent second half growth, 
compared to 1.5 per cent 
(and minus 0.1 per cent for 
internal Hpmanri) in the first 
half. Meanwhile, a combina¬ 
tion of the economic recov¬ 
ery and increased corporate 
fiscal pressure boosted trea¬ 
sury receipts to pull the defi¬ 
cit down to 3.025 per cent 

This deficit figure was arti¬ 
ficial to the extent that Brus¬ 
sels had already agreed to^ 
allow the inclusion of a 
FFr37.5bn ($6^bn) transfer 
from the France Telecom ’ 
pension fund - the equiva¬ 
lent of 0.5 per cent GDP. 
Thus the real deficit was 
more than 3.5 per cent of 
GDP and the once-off trans¬ 
fer has had to he compen¬ 
sated by finding an equiva¬ 
lent amount for the 1998 
budget just to remain in line 
with the 1997 deficit perfor¬ 
mance. As it is the 1998 defi¬ 
cit is projected at 3 per cent, 
one of the highest among the 
EU 15. 

The 1997 accounts also 
reveal the continuing heavy 
burden of the social security 
deficit which stood at 
FFr244bn. Although some 
FFr40bn less than expected 
last July, the corrective mea¬ 
sures will have little overall 
impact on the structure of 
spending. Indeed, so far the 
government has introduced 
little structural change in 
expenditure. ’ 

This in turn throws ‘the 


spotlight on France’s ability 
to bring the deficit down ftir- 
ther in a sustainable manna- 
as demanded by monetary 
union. The public sector 
wage bill absorbs some 40 
per cent of budget outlays. 
In l~ba run-up to the Mairh 
regional elections the gov¬ 
ernment agreed to a U per 
cent pay Increase for 1998 

and a similar amount, for 
1999. This will almost cer¬ 
tainly be above Infla tion 
which on latest estimates 
could hover around an 
unprecedentedly low 1 per 
cent this year. In addition, 
seniority payments in public 
sector employment are cal¬ 
culated in such a way as to 
increment further the cost of 
implementing the pay riaai. 

As a result the economy 
ministry admit s the effect of 
the pay accord - plus con¬ 
tinuing demands on the trea¬ 
sury for welters payments - 
will leave no room for man. 
oeuvre. This is despite 
greater than expected 
receipts generated by eco¬ 
nomic growth set to be 3 per 


cent or even more. Any 
reduction in France’s high 
rate of personal and corpo¬ 
rate tax is ruled out 

The other factor condition¬ 
ing the “sustainability” of 
France’s deficit is the steady 
rise in the ratio of debt to 
GDP. Despite low interest 
rates the debt stock contin¬ 
ues to grow incrementally, 
currently standing at 58 per 
cent of GDP. While below 
the 60 per cent of GDP ceil¬ 
ing fixed for the Maastricht 
criteria, France's debt has 
been on a strong upward 
curve. In 1991 debt was a 
mere 36 per cent of GDP. 

Dominique Strauss-Kahn 
said recently the curve 
should be inverted after 
2000. To achieve this he 
warned France would have 
to aim for a budget deficit 
equivalent to 2 per cent of 
GDP at the beginning of the 
century. Thus, while France 
is set to be a core member of 
the euro, the Jospin govern¬ 
ment has stm some way to 
go to improve the perfor¬ 
mance of public finances. 
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GERMANY • by Peter Norman in Bonn 


Waigel triumphs against the sceptics 


By the time of the 
election in 
September, the 
victor's hands will 
be tied 

Rarely in recent months has 
Tbeo Waigel, Germany’s 
finance minister, looked so 
happy. 

Tbe news, released on Feb¬ 
ruary 27, that Germany's 
1897 public deficit was only 
2.7 per cert of gross domes¬ 
tic product and thus com¬ 
fortably below the 3 per cent 
limit set in tiw 1992 Maas¬ 
tricht Treaty for economic 
and monetary union meant 
he had triumphed against 
the sceptics. 

The minister was also 
unruffled by the increase in 
Germany's total public debt 
to 6L3 per cent of GDP in 
1997 from GOA per cent in 
1996. Although moving away 
from the Maastricht Treaty 
limit of 60 per cent of GDP, 
Mr Waigel was confident the 
debt figures would not sty¬ 
mie Germany’s chances of 
helping to launch the single 
currency on schedule on 
January 1 next year. 

The debt ratio had been 
swollen by about 12.9 per¬ 
centage points through bur¬ 
dens inherited from former 
communist east Germany, 
he explained. Without this 
load anrf debt rescheduling 
for former communist coun¬ 
tries and the transfer of 
state railway debts to the 


Bonn government, Ger¬ 
many's overall debt would 
have been between 46 and 47 
per cent of GDP. 

But does Germany's appar¬ 
ent ability to meet the Maas¬ 
tricht criteria really mean it 
is fit for such a momentous 
change as Emu? The labour 
market data for January, 
released a week after the def¬ 
icit and GDP figures, were a 
reminder of the structural 
challenges facing the coun¬ 
try. For the second consecu¬ 
tive month, “headline” or 
seasonally unadjusted unem¬ 
ployment was a record i 82 m 
or 12.6 per cent of the work¬ 
ing population. 

Germany’s structural 
problems are legion. A rigid 
labour market, a generous 
but costly social welfare net 
that generates high non¬ 
wage labour coats for 
employers, a complex and 
inequitable income tax sys¬ 
tem, excessive red tape and 
an underdeveloped service 
sector, coupled with the 
costs of unification, have 
created a nation that finds it 
difficult to adapt quickly to 

f»hnngp 

True, last year saw a boom 
in German exports that gen¬ 
erated the biggest visible 
trade surplus since unifica¬ 
tion In 1990. But exports 
have so far done little to 
enliven the depressed domes¬ 
tic economy where private 
consumption increased a 
miserly 0.2 per cent last 
year. 

Recognising the problems. 


the government drew up a 
programme two years ago to 
correct Germany’s many 
supply side deficiencies. 

But while there has been 
some progress, notably 
within companies where 
more flexible working prac¬ 
tices have been introduced 
in a bid to preserve jobs, 
many vital reforms are In 
-abeyance. These include a 
planned overhaul of the tax 
sy stem which fell victim to 
Bonn's legislative gridlock 
caused by the opposition 
Social Democratic party's 


use of its majority in the 
Bundesrat, the second cham¬ 
ber of parliament, to block 
government initiatives. ; 

With policy making 
largely on hold until after 
the September 27 general 
election, Germany is enter¬ 
ing the last lap of Emu prep¬ 
aration with little prospect 
of shifting the legislative 
bottleneck on reform. 

It is a situation that con¬ 
cerns many. Last month, 155 
amripwiff economists si gned 

a letter to the Financial 
Times in which they urged 
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i ki total public debt 


an "orderly postponement" 
of Emu because of the wors¬ 
ening of-Europe's structural 
problems since 199L 

;They pointed out that 
. “Germany and France - the 
driving forces of European 
integration - are not well 
prepared to cope with more 
rapid structural change and 
the staffer competition in a 
'monetary union”. The pro¬ 
fessors stressed that German 
labour markets needed to 
become more flexible and 
called for m ore work on bud¬ 
getary consolidation. 

The German chambers of 
in dust ry and commerce 
(DIET) have identified the 
failure of tax reform as a 
brake on the economy. Oth¬ 
ers doubt whether Ger¬ 
many’s pay-as-you-go pen¬ 
sion system can be 
compatible with the 
long-term health of Emu, it 
as is certain, the ratio of 
pensioners to . working 
people continues to grow. 

According to Klaus-Dlrk 
Henke, a professor of finance 
and economics at the techni¬ 
cal university of Berlin, tax 
Systems and social security 
systems will be frirroa^r^y 
important as determinants 
of competitiveness among 
Emu member states. 

In these circumstances, 
the government of Helmut 
Kohl, the chancellor, is mak¬ 
ing a virtue of necessity. 
Instead of flatting about the 
relative lack of progress 
towards structural change In 
Germany, it has decided that 


'the euro must serve as a cat¬ 
alyst for reform 

This is a politically risky 
strategy in a country where 
opinion polls continue to 
suggest that about two 
thirds of the electorate 
would prefer the D-Mark to 
the euro, it could have seri¬ 
ous implications for the sus¬ 
tainability of a stable euro, 
in the event of a change of 
government to an SPD-led 
administration in Septem¬ 
ber. 

Although the SPD's poli¬ 
cies have still to be finalised, 
Gerhard SchrOder, the candi¬ 
date for chancellor, indi¬ 
cated that he will roll back 
some of the government’s 
supply side reforms in the 
area of social policy and has 
outlined a ter less radical tax 
reform than Mr KohL 

By the time of the election, 
the main Emu decisions will 
be taken, tying the victor's 
hands to a considerable 
degree. But there could still 
be tensions because of Ger¬ 
many’s structural deficien¬ 
cies. 

Reimut Jochimsen, presi¬ 
dent of the state central 
bank in North Rhine West¬ 
phalia and a member of the 

Bundesbank's H<*-S«rinn.mn1r _ 

ing central council, is a 
noted doubter on Emu. But 
his observation that 
“starting Emu on time will 
be child's play compared 
with the huge and continu¬ 
ing challenge of keeping the 
euro stable on a sus tainable 
, basis” has the ring of truth. 
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Alan Verschoyle-King: no message from efiants on 


8:04 p.m. Off the coast of Jakarta. 

Your geologists just confirmed a possible drilling site. 
Could it be worth billions? Or is it a faisc alarm? The only 
way- to be sure: get the reservoir data back to Houston 
for expert interpretation. But will the transfer be fast 
enough? Will it be secure? Of course. Your IP-based 
intranet was built by EQUANT. That means you're able 
to respond instantly to new opportunities. It means 
seamless connections with employees and markets at 
the most remote corners of the earth. And it's all 
because we own and operate the largest private network 
in the world. With 225 countries and territories well 
within our reach, we can give you a global advantage, 
too. For data, voice, video, Internet and intranet, 
EQUANT has your world covered. 


^ EQUANT 

Architect of Vour World Communication* 


www.equant.com 
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FINANCIAL SECTOR > by.George Graham 

Flashes of 

subdued 

panic 


Institutions are 
worried about the 
many details 
which still need 
to be clarified 

With only nine months left 
until the arrival of the euro, 
bankers are starting to expe¬ 
rience flashes of subdued 
panic at the sheer volume of 
work which remains to be 
done. 

While almost every finan¬ 
cial institution in Europe 
expresses public confidence 
that it will be ready in time 
to start doing business in the 
new currency on January 4 
next year, many worry about 
the number of details which 
have not yet been deter¬ 
mined. Many, too. harbour 
lingering doubts about the 
preparedness of their 
counterparties and of the 
payment systems they use. 

“We won’t be ready. Well 
cope, but we won't be really 
ready," confessed the IT 
chief of one European invest¬ 
ment bank. 

The overarching issues, 
such as-the principle, that., 
contracts should not be 
voided by the change from 
national currencies to_ the 
euro, have been resolved. 

But a welter of detailed 
issues still needs careful 
attention. 

What page on the Reuters 
or Bloomberg information 
networks will carry the new 
price references such as the 
Euribor and euro Libor 
interest rates? The issue is 
important because some 
derivative contracts stipu¬ 
late the prices published on 
specific pages. 

What arrangements will 
be observed for holidays? 
The Target euro payment 
system linking European 
central h anks has already 
made it clear that it will 
close only on Christmas and 
New Year’s Day, but the 
option remains open for 
national.payment systems to 
close on other days, and 
there is still much uncer¬ 
tainty about trading holi¬ 
days for national financial 
markets. 

Perhaps most crucially, 
when exactly will the final 
announcement be made on 
the euro’s exchange rates? 
Bilateral rates between the 
currencies that will join the 
single currency are to be 
announced in May, but it is 
already laid down that one 
euro will equal one ecu, and 
the ecu basket includes cur¬ 
rencies which will not be 
joining in the first wave. 
That means that exchange 
rates of national currencies 
against the euro cannot be 
fixed until trading has ended 
for the year. 

With several European 
markets shut on December 
31 this year to provide more 
time for conversion, this 
could mean closing rates on 
December 30. It could also 
mpan rates at lunchtime on 
December 31. when other 
markets will shut, or even 
the end of the trading day in 
New York, hours later. 

The uncertainty adds to 
the pressure during the con¬ 
version weekend, which 
promises to be one of the 
longest many banks' back 
office and systems staff have 
ever lived through. 

“It is clear that skiing is 
off next year,” says David 
dementi, deputy governor 
of the Bank of England. 

Curiously, some of the 
more advanced IT systems 
may prove to be a handicap. 
Martin Wise, director of the 
Emu project at Merrill 
Lynch, the US investment 
hank, points out the already 
tight .timetable for the con¬ 
version weekend is short¬ 
ened still further for banks 
with global trading systems: 
they will not be able to start 
the conversion process until 
New York has closed on 


December 31, and must be 
ready, by the time Asian 
markets open on January 4, 
whereas a purely European 
system would have precious 
extra hours at either end. 

“Ironically, tbose frag¬ 
mented systems which most 
of us dr eam of replacing may 
turn out to be a competitive 
advantage." says Mr Wise. 

Once the conversion is out 
of the way, the challenges 
posed to the financial sector 
by monetary union will have 
only begun. Bank treasury 
departments are still work¬ 
ing with their clients to fig¬ 
ure out how their demands 
for cash management and 
payment services will 
change in thp euro zone. 

Alan Verschoyle-King, of 
Bank of America, says that 
companies’ views on the 
impact of the euro vary con¬ 
siderably. “There is no sin¬ 
gle message from clients 
about bow they want their 
banks to react Only in the 
last few months have we 
started seeing industry 
trends - for example, the 
transportation sector is more 
concerned with the underly- 
. ing .transactions where .the . 
energy sector is more con¬ 
cerned with cash balances, 
because they are dealing in 
such huge sums." he says. 

Although several central 
banks would like Target to 
become the principal high 
value payments system for 
the euro, most banks are 
hedging their bets and sign¬ 
ing up for a variety of differ¬ 
ent payment mechanisms. 
Options include the updated 
version of the Euro Banking 
Association (ERA) ecu clear¬ 
ing system, which is cleared 
through the Bank far Inter¬ 
national Settlements in 
Basle but will move to the 
European Central B a nk , as 
well as national systems 
such as the euro branch of 
Chaps, the high-value pay¬ 
ments system in the UK. 

This is partly because of 
uncertainty about whether 
all the national systems 
which are to feed into Target 
will function effectively - 
tests with . the French real 
time gross settlement system 
have alarmed many pay¬ 
ments specialists — but also 
because clients may have 
different requirements. Some 
may., prefer a net end-of-day 
settlement system such as 
thn-EBA over Target which 
offers the immediate cer¬ 
tainty that a payment has 
arrived but is likely to cost 
more. 

Indeed. Martin Lebouitz of 
Chase Manhattan's treasury 
solutions division points out 
that a payment from one 
French account to another 
could in future be routed 
through the bank's Frank¬ 
fort payments hub. rather 
than staying in the French 
clearing system- 
“It blurs considerably the 
distinction between what is 
a cross-border and what is a 
domestic payment, Mr 
Lebouitz says.” 

Although banks have 
another three years to get 
ready for the full-scale intro¬ 
duction of the euro at the 
retail level, some lines are 
already being drawn in this 
sector, too. 

Partly under pressure 
from the European Commis¬ 
sion, which was worried con¬ 
sumers would revolt a g ai n st 
the euro if they thought the 
conversion would cost them, 
banks have promised not to 
charge customers for chang¬ 
ing their accounts into 

euros. . , ,. , 

-We will certainly not take 
advantage of this change¬ 
over to the euro to rip off 
our customers." said Niko¬ 
laus Bomcke, secretary- 
general of the European 
Banking Federation, which 
has promised only to use the 
official conversion rates and 
not to charge except in rare 
cases where a “substantial 
service" is involved. 


Chase Manhattan 
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Helping hand for single currency 


Almost as soon as it was 
-dear that Emu was going 
ahead, Chase, the giant US 
bank, took two basic 
decisions. At the practical 
level, the bank would be 
fully prepared right across 
its global business for the 
arrival of the euro on 
January 1.1899. At the 
strategic level, Chase would 
treat the new currency as 
an opportunity to try to 
steal a march over 
competitors. 

For almost two years the 
bank has invested 
thousands of working hours 
in meeting those objectives. 
The eventual estimated cast 
is put at about $75m. Chase 
set up a bankwide steering 
committee and an Emu 
project office which reported 
to Bruce Hannan, the head 
of the bank's Global 
Treasury Unit. Mr Hannan 
is a member of the bank’s 
senior policy council, which 
reports to the board. 

The man in day-to-day 
charge is Anthony Davies, 
the Emu project manager, 
based in London. Appointed 
in 1996. Mr Davies admitted 
that he approached the 


myriad complexities and 
nnrprtaintire nf thp tack 

with some trepidation: “The 

start, to be honest, was a 
matter of getting to grips 
with the mountain of 
information and uncertainty 
that was out there.” 

It quickly became 
apparent that there was 
only one way of reducing 
the job to a human scale. 
Each product bad to be 
disassembled to analyse th e 
possible changes Emu might 
bring through the product’s 
life-cycle “from price source 
to payments", in Mr Davies’ 
words. The product - 
whether foreign exchange, a 
swap or a security - could 
then be reassembled to 
incorporate necessary 
changes across the bank's 
global business lines. 
Discipline would be 
maintained by drawing up a 
common schedule far the 
whole bank. 

The timetable call ed for a 
d efinition of thi» business 
chang es by mid-1997, 
followed by identification of 
the functional requiremen ts 
in the au tumn arid 
development of the vital 


supporting systems by the 
. end of last year. Coding was 
due to be completed by early 

1998, and testing of the 
revised products and 
systems by their users 
within the bank wfl] start 
soon. Integration testing - 
making sure all the 
components fit together - is 
scheduled for June and 
July. Full dress-rehearsals 
are planned for November, 
loading up to moment of 
truth - the “conversion 
weekend" of January 1-3, 

1999. 

Breaking down the prod¬ 
ucts into their component 
parts was pain«t«iring Nigel 
Knight, product and project 
manager for the euro in * 
Chase Treasury Solutions, a 
key part of the bank, said 
tha t in his area alone 
40 different products had to 
be analysed. Moreover, few 
bank products these days 
are “pure". Many are 
hybrids which touch on 
more than nru» of the bank's 
global business linns 

So Chase formed product 
groups which brought 
together experts from differ¬ 
ent backgrounds around ttw 


bank. Mr Davies said: “You 
had to take a product out of 
its traditional home and cre¬ 
ate a multidisciplinary body 
to analyse ft.” The leaders of 


with outside experts and 
customers. 

Indeed, consultation with 

clients has been a theme of 
Chase's poUcj, partly to 
make sure that changes 
work and partly to keep an 
eye bn the competition. Mr 
Knight said: “AH our think¬ 
ing throughout this process 
has been to see it as a stra¬ 
tegic opportunity, not just a 
defensive need.” 

The bank identified two 
different types of chan ge: 
mechanical and strategic. 
Mechanical changes covered 
items such as holiday dates, 
number of trading days, 
redenomination of curren¬ 
cies into euros. AD systems 
had to cope with these 
adjustments. 

Strategic issues were 
more closely related to the 
bank's goals. How might the 
market change? What did 

customers want? Where was 
there scope for new prod¬ 
ucts? Could current product 


prices be converted directly 

into euros, or would adjust¬ 
ments have to be made for 
different markets? One: 
awntiiil decision marie on 
the vital Treasury 
Solutions side was to 
adopt a hub approach to 

clearing. 

Instead of each of Chase's 

Operations in Emu member 
countries dealing separately 
with local clearing systems, 
business would be funnelled 
through Frankfurt and pro¬ 
cessed at tbe bank's existing 
centra in Bournemouth. 
After a while, however. Mr 
Davies said, a number of 
overarching issues began to 
emerge. These included con¬ 
tinuity of contract when a 
product was redenominated 
into euros, settlement 
instructions, price sources, 
and governing law. Such 
questions had to be 
addressed regardless of 
where a deal might arise in 
Chase’s global network. 

But substantial uncertain¬ 
ties remain. Mr Knight 
believes that customers 
might decide to change their 
settlement instructions after 
January 4,1999, the first 


Anthony Davtoc: the man ki . 
day-to-day charge 

working day for tbe new 
currency. He said: “The 
world changes very dramat¬ 
ically on January 4,1990 ' 
because you can't imple¬ 
ment settlement instruc¬ 
tions ahead of that,” 

The bank bad no choice 
but to embrace the euro - 
and even, as a leading 
global institution, felt a 
duty to help the new cur¬ 
rency into the world. But 
Chase will be sorely disap¬ 
pointed if its elaborate prep¬ 
arations do not also yield 
new business. 

Michael Prest 
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FISCAL POLICY • by Lionel Barber In Brussels 

MONETARY POLICY • by Wolfgang MUnchau 


Harmony a 
sensitive 


issue 

Tax policy is one 
of the last 
bastions of 
national, 
sovereignty 

Nov that Emu is within 
reach, a familiar question 
arises: will the single cur¬ 
rency lead to a harmonisa¬ 
tion of fiscal policy? 

Almost 10 years ago, a 
committee of central bank 
governors under the chair¬ 
manship of Jacques Delon, 
European Co mmiss ion presi¬ 
dent, left the matter open. 
They preferred to agree on a 
blueprint to launch the euro 
rather than disagree over its 
likely consequences. 

The politics of fiscal har¬ 
monisation or fiscal co-ordi¬ 
nation are delicate. Tax pol¬ 
icy is one of the last bastions 
of national sovereignty. All 
decisions must pass the una¬ 
nimity rule in the EU. which 
is why progress In areas 
such as value added tax has 
been baiting at best 

But once Emu becomes a 
reality, the link between the 
single currency and the sin¬ 
gle market will become more 
explicit. The competitive 
forces unleashed by Emu - 
notably price transparency 
across borders - will make 
all governments more sensi¬ 
tive to accusations that oth¬ 
ers are using unfair methods 
or policies to gain advan¬ 
tage. Tax regimes present 
inviting targets. 

One of the more remark- 
able developments of the 
past 12 months is the way in 
which tax policy has crept to 
the top of the EU agenda. 
Governments and the Euro¬ 
pean Commission have 
begun to anticipate the 
impact of the single cur¬ 
rency. starting with a joint 
approach toward “tax poach¬ 
ing" or harmful tax competi¬ 
tion. 

The breakthrough came 
last December in the run-up 
to the EU summit In Luxem¬ 


bourg. EU finance minis ters 
agreed a voluntary code of 
conduct on business taxa¬ 
tion; a commitment to con¬ 
sider a minimum withhold¬ 
ing tax on non-residents’s 
savings income; and an 
agreement to discuss a direc¬ 
tive making It easier for 
companies to transfer inter¬ 
est and royalties across bor¬ 
ders without the risk of dou¬ 
ble taxation. 

The impact of the deal was 
softened by several unilat¬ 
eral declarations by member 
states. Ireland Insisted cm a 
five-year deadline for phas¬ 
ing out Its 10 per cent tax 
rate for manufacturers 
which France and other 
countries insist is siphoning 
off investment Luxembourg 
declared tt would not accept 
the introduction of any EU- 
wide withholding tax unless 
it is balanced by legislation 
to enforce a minimum corpo¬ 
rate tax regime - an argu¬ 
ment rejected by Ireland and 
most likely other countries, 
including the UK. 

Despite these escape 
clauses, work on tax co-ordi¬ 
nation is edging forward 
under the guidance of Mario 
Monti, the methodical and 
cerebral Italian commis¬ 
sioner responsible for the 
single market. This month, 
he unveiled proposals for a 
directive eliminating with¬ 
holding taxes on payment of 
interest and royalties 
between associated compa¬ 
nies. 

Mr Monti is also contem¬ 
plating the content of the 
coming directive on with¬ 
holding tax on foreign 
savings. The latter Is based 
on a French initiative which 
seeks to deal with the con¬ 
flicting demands of banking 
secrecy and the need to 
exchange information 
among EU tax authorities. 

The approach would allow, 
say. a French saver to pay 
withholding tax in Luxem¬ 
bourg, most likely set at a 
stiff level to compensate for 
the privilege of remaining 



Mario Month working on fax co-on flna t k m 


anonymous. Alternatively, 
the French saver could pay 
tax direct to the French 
authorities, thus removing 
all doubts about tax avoid¬ 
ance. It looks like a neat 
solution, but important prac¬ 
tical questions remain on 
who gets what share of the 
revenue. 

Mr Monti hopes to reach a 
broad agreement by the end 
of the British presidency at 
the end of Jane. He believes 
that momentum should pick 
up over the next 18 months 
because the three govern¬ 
ments in the EU chair - 
Austria, Germany and Fin¬ 
land - are nominally com¬ 
mitted to advancing tax co¬ 
ordination. Mare important, 
all are certain to participate 
in monetary union. 

But Mr Monti is not put¬ 
ting all his eggs in the legis¬ 
lative basket. The code of 
conduct remains a useful 
means of applying collective 
pressure to limit predatory 
tax competition. Hence the 
imminent creation of a new 
EU-wide peer review group 
meeting not less than twice 
a year. With luck It could be 
as effective as the peer pres¬ 
sure which member states 
have used to great effect in 
the drive to reduce public 
deficits and debt ahead of 

Emu- 

The dilemma is bow Ear to 
go. The single currency 
means the end of differen¬ 
tials in national interest 
rates and national exchange 
rates, Tax policy will be the 
last discriminating element 
between countries. Why 


European banking made by WestLB. 


The opportunities offered by 
the euro are challenging 
decisionmakers across Europe. 
WestLB is well prepared to 
help you succeed in this 
complex task. 

Based on its presence in 
most European countries, 
WestLB is one of the truly 
leading banks in Europe. 
With our competence end 
track record we match the 
high requirements of our 


professional clients. When it 
comes to modifying financial 
strategies Bnd converting 
systems to the euro, be sure 
to benefit from our expertise. 

So no matter what your 
goals are, WestLB'? support 
means you will never find 
yourself in uncharted territory. 
For updated information about 
WestLB and the euro, simply 
visit us on our Web site under 

httpy/wvvw.weStlb.corTi 


Confused target practice 


should countries such as 
Ireland be penalised for seek¬ 
ing comparative advantage 
through tax havens such as 
Dublin Docks? 

On the other hand, influ¬ 
ential politicians such as 
Jean-Claude Juncker, prime 
minister of Luxembourg, 
argue that Emu will force 
greater harmonisation of 
economic policies 
across-the-board. The logic 
points to some agreements 
or understandings on mini¬ 
mum standards on tax and 
social security just as they 
apply to EU social policy. 
After alL Emu does not just 
stand for monetary union: it 
means economic and mone¬ 
tary union. 

Finally, EU-wide directives 
seeking to limit predatory 
tax competition will be inef¬ 
fective unless they are 
extended to other OECD 
countries, notably Switzer¬ 
land. Without a common tax 
regime, money would simply 
flow out of the member 
states into safer havens such 
as Geneva or Zurich. In this 
sense, the announcement by 
the British government that 
it was reviewing the status 
of the Channel Islands could 
be a straw In the wind. 

In a world of global mar¬ 
kets, instant communica¬ 
tions, and volatile money, 
European governments are 
discovering that greater fis¬ 
cal co-ordination - if not 
actual harmonisation - is 
one step toward recapturing 
sovereignty. We can expect 
further progress,' however 
halting. 



The choice of 
monetary policy 
instrument is one 
of the many 
uncertainties 

One of the many 
uncertainties about eco¬ 
nomic and monetary union 
is the choice of monetary 
policy instrument 

Two differing methods are 
on offer: monetary targeting 
and inflation targeting. 

Under monetary targeting, 
the central bank targets a 
monetary aggregate, usually 
a measure of broad money 
supply Buch as M3, which 
includes cash, current 
accounts and sight deposits. 
Monetary targeting Is based 
on the monetarist theory 
that growth in money causes 
inflation with some time lag. 

Unfortunately, monetary 
targeting has failed in some 
countries, notably the US 
and the UK, largely because 
deregulated capital markets 
played havoc with the 
money variables. As a result, 
monetary aggregates such as 
M3 and M4 have proved far 
less reliable in the US and 
the UK than they did in Ger¬ 
many, where there was sig¬ 
nificantly less activity in the 
short end of the money mar - 
ket. 

This gave rise to the birth 
of inflat ion targeting, where 
the centra] bank tries to 
achieve a pin-point landing 
on a chosen rate of inflation, 
which can be set by the gov¬ 
ernment. This system oper¬ 
ates in the UK, in Sweden, 
Finland, and in New Zea¬ 
land. 

With the UK and Sweden 
not faking part in the first 
wave of Emu, it appeared at 
one point that the ECB 
would adopt the time-hon¬ 
oured German syrtem. The 
European Monetary Insti¬ 
tute. the ECB’s forerunner, 
has left the choice between 
the two open. German cen¬ 
tral bankers have been 
drumming up support for 
years in favour of monetary 
targeting. It Is no doubt the 
system of choice among 
elderly central bankers. But 
time has moved on. 

The trouble is that the 
neat relationships between 
money supply and the rate 
of inflation may break down 
under a regime change, such 
as Emu. This particular phe¬ 
nomenon Is known as Good- 
hart's Law, named after 
Charles Goodhart, professor 
of finance at the London 
School of Economics, who 
discovered in the 1980s that 
the relationship between 
money supply and Inflation 
breaks down as soon as one 
adopts the money supply as 
a target variable. 

Goodhart's law is a special 
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version of the Lucas cri¬ 
tique, named after Robert 
Lucas, the 1995 winner of the 
Nobel Prize for economics 
who is famous for his obser¬ 
vation that a change in pol¬ 
icy fundamentally alters the 
structure of econometric 
models. 

Fortunately, Europe’s top 
central bankers are aware of 
the pitfalls that may result 
from the pending regime 
change. Otmar Issing, one of 
the most respected members 
of the Bundesbank's execu¬ 
tive committee, acknowl¬ 
edged recently: “Because of 
the great uncertainties at 
the beginning of economic 
and monetary union, a mon¬ 
etary target should be com¬ 
plemented by - as I would, 
call it - an Inflation fore¬ 
cast." -'J 

Hervfe Hannoun, deputy 
governor of the Bank of 
France, told a Financial 
Times conference last 
autumn that there is “no 
safe guidance for the 
starting period of Emu in so 
far as the move constitutes a 
change of regime which 
might lead to breakdowns in 
empirical relationships”. 

EU central bankers are 
concerned about having to 
rely on a single variable. 
Any policy action that might 
result either in an unaccept¬ 


able rise in unemployment, 
or ah unacceptable rise In 
inflation, would seriously 
impair the credibility of the 
ECB, let alone its popularity. 

Proponents of monetary 
targeting have argued that 
the pooled money demand 1 
equations across the EU 
countries produce a rela¬ 
tively stable pattern. Some 
point to statistics which 
demonstrate that M3, the 
Bundesbank’s preferred 
money variable. Is far more 
stable across the EU than in 
Germany itself. This obser¬ 
vation has led several com¬ 
mentators to proclaim that 
monetary targeting may be 
safe. 

With his keen sense of par¬ 
adox, Prof Goodhart has 
debunked this observation. 
It Is based on an economet¬ 
ric error, he says. One can 
pool the money data of any 
group of nations and observe 
a statistically more stable 
pattern. A near equivalent 
would be a stock market 
portfolio of 10 stocks, which 
would probably show signifi¬ 
cantly less volatility than 
any one of the stocks. 

Monetary policy is a trea¬ 
sure mine for paradoxes. Ivo 
Arnold, a Dutch economist 
argued it was the success of 
the Bundesbank that gave 
credibility to monetary tar¬ 
gets, and not the other way 
round. He said that If the 
ECB were to adopt monetary 
targeting, it could end up 
with extremely unstable eco¬ 
nomic relationships at a 
time when it will not yet 
have achieved credibility. 

“The bottom line is that 
the Bundesbank can afford 
to regularly miss its mone¬ 
tary targets, the KGB can¬ 
not,” he said. 

Economists disagree on 
many things, but they tend 
to disagree more on mone¬ 
tary policy. As a result this 
issue will remain unresolved 
for some time. 

Central bankers often say 
that it does not matter. They 


say that interest rate deci¬ 
sions are ultimately judg¬ 
ment calls, based on instinct 
as much as analysis. 

While this is probably 
true, it could upset the rela¬ 
tionship between the central 
hawk and financial markets 
if driven to extremes. The 
great advantage of monetary 
targeting has been the trans¬ 
parency of the process. If 
money expands at too rapid 
a rate, the markets tend to 
expect a tightening in policy 
unless convincing reasons 
suggested otherwise. 

Inflation targeting, by con¬ 
trast, requires more analysis 
and explanation. Because it 
is a more technical process 
Involving a good deal more 
forecasting, it is favoured by 
many academic economists, 
who tend to belittle mone¬ 
tary targeting as a form of 
voodoo. The supporters of 
monetary targeting often 
presented their case with 
such zeal that they gave the 
impression of advocating a 
system of belief rather than 
a system of economic policy. 

Where will this confusion 
lead? Probably to a discre¬ 
tionary approach initially, to 
be followed by a system of 
inflation targeting. The sys¬ 
tem has to be invented from 
scratch, and it also has to 
work for 11 and soon IS 
diverse economies. It Is 
Inconceivable that a single 
crude measure of money 
supply, such as M3, will 
have much information 
value. 

As researchers in the 
International Monetary 
Fund recently found: the 
transmission mechanism 
between monetary policy 
and the real economy of 
growth and jobs still varies 
significantly across the EU. 
In the words of Eddie 
George, governor of the 
Bank of England, Emu 
imposes a “one-sized-fits-all 
policy". Emu can do without 
a one-size-fits-all policy vari¬ 
able. 


EXCHANGE RATE POLICY • by Simon Kuper 


Euro likely to fluctuate 


VA 
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The exchange rate 
will not be the 
top priority of 
policymakers - 
inflation will 

The foreign exchange 
market often asks itself 
whether the euro will be a 
hard or a soft currency. But 
perhaps it should ask first 
whether policymakers will 
care either way. “Euroland”, 
made up of the u countries 
expected to introduce the 
euro, will be a fairly closed 
economy. Only about 10 per 
cent of its gross domestic 
product will consist of trade 
with countries using other 
currencies. For comparison, 
about 35 per cent of German 
trade is now cross-border. 

In other words, however 
wildly the euro fluctuates 
against the dollar, it will 
have only a modest impact 
on the European economy. 
Of course, policymakers 
would prefer a tame cur¬ 
rency. At times they may try 
to talk the euro up or down. 
But the exchange rate will 
not be their top priority - 
inflation will. 

For the treaty of Maas¬ 
tricht specifies that the main 
aim of the fixture European 
Central Bank will be “price 
stability”. The treaty adds 
that the bank should support 
the economic policies of 
Euroland, but only If that 
aim does not conflict with 
price stability. 

I/So even if European cen- 

rtral bankers wanted to man¬ 
age the euro’s exchange rate, 
they would have little power 
to alter interest rates for 
that purpose. 

Nor is there much risk of 
politicians leaning on them 
to move the currency. 
Another Maastricht clause 
says that the bank should 
sot “take instructions from 
Community Institutions or 
bodies, from any govern¬ 
ment of a member state or 
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any other body”. It also 
must not finance deficits. 
Jim O'Neill and Martin 
Brookes at Goldman Sachs 
conclude: “On paper the 
ECB is the most independent 
ce n tral bank In the industri¬ 
alised world.” And the 
authors note evidence that 
“the more independent a 
central bank, the lower infla¬ 
tion is likely to. be”. 

US currency policy of the 
past few. years offers a fair 
guide to what European pol¬ 
icy may be. The US is still a 
relatively closed economy, 
with trade amounting to 
only about 15 per cent of 
GDP, The Federal Reserve 
has become an increasingly 
independent central bank, 
with its main target low 
inflation. And so US policy¬ 
makers have recently barely 
bothered to manage the dol¬ 
lar. As a consequence, the 
currency has been .free to 
sink and then soar against 
the D-Mark «nd yen. 

In short, the euro Is likely- 
to be a volatile creature, par¬ 
ticularly in the early years 
before monetary union is 
taken for granted. European 
companies may have to 
hedge against sharp moves 
in the exchange rate. 

And most of those moves 
could be appreciations. A 


year ago the consensus was 
that the euro would be a 
softer currency than the 
D-Mark of recent years; now 
it is expected to be harder. 

A currency tends to rise 
when the economy undofly- 
ing it is growing fast, export¬ 
ing more than it imports, 
and offering relatively high 
real interest rates to attract 
investors seeking yield. The 
euro should have all of that 
The 11 economies expected 
to kick off economic and 
monetary union are finally 
recovering. For five years 
from M93 their governments 
cut deficits to qualify for 
Emu, making the cyclical 
downturn even harsher than 
it would otherwise have 
been. The German jobless 
rate recently hit its highest 
level since 1933, while 
France, too, faces crisis lev¬ 
els of unemployment 
However, the turnaround 
has begun. In the last quar¬ 
ter of 1997 the Emu-bloc 
economy grew 2J3 per cent 
year-oa-year, its fastest rate 
since 1995. Germany Is a rel¬ 
ative laggard, with lower 
growth than the likes of 
Spain, the Netherlands and 
France. JJP. Morgan says 
that next year, the Euroland 
economy is likely to expand 
between 0.5 and 1 per cent 


faster than the US. Emi 
should start under a prosper 
ous sign. 

As European growth accel 
erates, Euroland is likely tt 
import more. For the 
moment, however, the ll 
states are running a join 
current account surplus 
worth about 1.5 per cent o: 
their GDP a year. This 
means that In net terms 
com p a n ies across the worlc 
are having to convert dollar: 
Into euros to pay their trad 
lng debts. That should spin 
the new currency higher. 

Furthermore, most econo 
mists agree that the eurc 
will eventually at least come 
to share the dollar’s statu: 
as the world's reserve cur 
rency. Today, central banks 
hold about 60 per cent o! 
their $i,400bn in foreign 
exchange reserves in dollars, 
compared with just 20 pei 
cent in European currencies. 
When the euro becomes the 
currency of the world's larg 
est economic bloc, the banks 
are likely to want to hold 
more of it Investors may fol 
low suit. Fred Bergsten, 
director of the Institute foi 
International Economics in 
Washington, predicts thal 
SSOObn to $l,000bn of global 
portfolios could flow into the 
euro. 

That should more titan off¬ 
set any early flight out ol 
the euro from investors 
waiting far the currency to 
prove its worth. 

Avinash Persaud, head oi 
foreign exchange research at 
J-P. Morgan in Europe, has 
noticed yet another euro- 
friendly force: the US 
expects to balance its budget 
this year. At first glance that 
looks like a boon for the dol¬ 
lar. However, if Washington 
does stop borrowing, the US 
will redeem more Treasury 
bonds than it issues. That 
would help the euro, says Mr 
Pttraaud, because less foreign 
money win be converted Into 
dollars to buy Treasuries. 
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Growth in 

work force 
predicted 
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In welcoming Emu, 
trade unions also 
recognise some 
adverse effects on 
employment 

The arrival of European 
economic and monetary 
union ought to provide a 
strong stimulus for an accel¬ 
eration in the convergence 
of Europe's diverse labour 
markets. It seems likely to 
encourage greater worker 
mobility as well as the har¬ 
monisation of basic labour 
standards. It ought to pro¬ 
duce more realism in wage 
setting, stimulate higher pro¬ 
ductivity growth and help to 
contain and even reduce 
overall labour costs. In addi¬ 
tion, the stability and cohe¬ 
sion expected from the cre¬ 
ation of a common currency 
should help to encourage 
employment growth. 

These arguments are not 
just held by many employers 
and economists in the EU 
but also, perhaps more sur¬ 
prisingly. by the trade 
unions. ‘Investors and trad¬ 
ers are more likely to 
respond to reduced uncer¬ 
tainty with Emu by increas¬ 
ing their cross-border activi¬ 
ties," argues David Foden at 
the European Trade Union 
Institute (ETUI)- He also 
paints out that trade n»iww 
have never favoured a 
return to the days of high 
inflation. 

Bat this does not mean 
they are san guine about the 
original Maastricht conver¬ 
gence criteria for economic 
and monetary union. Indeed, 
the trade unions recognise 
the adverse effects on 
employment of the transi¬ 
tion to Emu. As Giuseppe 
Fajertag, economist at the 
ETUI explained recently: 
"Most member states would 
not have been able to qualify 
for the final stage of Emu 
unless they could achieve 
further cuts and savings in 
public expenditure. This fur¬ 
ther squeeze g enerall y trans¬ 


lated into slower economic 
growth, cuts to welfare pay¬ 
ments, further reductions in 
disposable income and a neg¬ 
ative impact on jobs." 
Understandably, the trade 

unions are not likely to rel¬ 
ish a prolonged period of 
deflation based on continu¬ 
ing austere budgetary 
restraints if this ie*ds to the 
creation of more »mM unem¬ 
ployment. But Emu’s likely 
impact on employment 
remains a subject of wide 
conjecture. 

Julian Callow, economist 
at Dresdner Kleinwort Ben¬ 
son, believes fixed exchange 
rates and interest rates aver¬ 
aging at a European level 
will encourage investment in 
low labour cost economies 
inside the Emu. “Stronger 
direct investment flows will 
bid up wages in France, Italy 
and especially Spain 
Portugal while workers in 
high labour cost countries 
will continue to be obliged to 
accept low wage deals in 
return for job preservation," 
lie argues. But he also fore¬ 
casts that low interest rates 
in southern Europe will 
strengthen wage push, con¬ 
sumption and investment 
growth. 

There is also a wide con¬ 
sensus that regards Emu as 
a necessary external disci¬ 
pline that wifi increase the 
pressures for greater flexibil¬ 
ity in European labour mar¬ 
kets. It will be much harder 
for uncompetitive industries 
to maintain high levels of 
social regulation that 
impede employment creation 
but also over-compensate 
workers at the expense of 
those without a job. 

The EU's new approach to 
work reorganisation with its 
emphasis qn. wwMnp work¬ 
ers more employable 
through increased education 
and training, and encourag¬ 
ing small and TnadfmTvsim d 
enterprises with tax incen¬ 
tives are in line with what Is 
seen as a necessary agenda 
if Emu is going to become 
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more competitive on global 
markets. 

There are already some 
signs of moves towards what 
is being called a "European 
wage area" across borders. 
The most significant devel¬ 
opment has been in Belgium 
where a new law reforming 
the country's pay bargaining 
system to “safeguard com¬ 
petitiveness and promote 
employment" has indicated 
wage deals should be negoti¬ 
ated up to a mavimnm based 
on the average pay increase 
in Belgium’s three main 
trading partners - Germany, 
France and the Netherlands. 

Recently, tentative bar¬ 
gaining fa Von place link¬ 
ing the German metal work¬ 
ers in North 
Khlne-Westphalia with then- 
colleagues in Holland on a 
common approach. Otto 
Jacobi, head of the German 
rtmiir ink - Laboratorlum 
Europa - believes the "con¬ 
tours of a European pay 
area” are emerging which 
are “unnoticed and uncoor¬ 
dinated” and he points to the 
growth of national collective 
agreements that are reveal¬ 
ing a "surprisingly high 
degree of convergence in pay 
and working hours". But 
this does not mean Emu will 
lead inexorably to the cre¬ 
ation of a fully-fledged Euro¬ 
pean-wide industrial rela¬ 
tions system. 

Nor is there much sign the 
move to Emu is producing a 
highly centralised initiative 
on modernising labour mar¬ 


kets and reducing unemploy¬ 
ment. Jacques Delors’ 
famous 1993 EU white paper 
on employment, growth and 
competitiveness sought to 
develop a strong commit¬ 
ment on jobs expansion but 
it did not lead to any sub¬ 
stantial development of an 
EU agenda. It is true that 
the 1997 Amsterdam treaty 
requires EU member states 
to develop a common 
employment policy but this 
has to respect the subsid¬ 
iarity principle, placing the 
main responsibility on mem¬ 
ber governments for imple¬ 
menting their own employ¬ 
ment action plans that will 
be monitored by Brussels. 

But the move to Emu is 
raising a mare f undame n tal 
question about the future 
shape of Europe. Can it 
reform but maintain its 
social market model or does 
it have to Americanise its 
labour market structures by 
deregulating them to remain 
competitive? Many employ¬ 
ers may regard Emu as an 
opportunity to restore their 
lost power by weakening the 
European consensual 
approach to employment 
developed over the past 50 
years. For their pert, trade 
rminna can be expected to 
resist such an approach. The 
outcome of what promises to 
be a fundamental public 
debate remains unclear. But 
one thing is clean the arrival 
of Emu will have a profound 
impact on employment and 
labour markets. 
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Emphasis on neutrality 


No sector of the economy 
wifi be as profoundly 
affected by economic and 
monetary union as the 
hanking industry. Emu is a 
monetary event in the first 
instance, and it is the 
responsibility of the banks 
to handle whatever 
complications arise during 
the transition to Emu. 

But there are also 
strategic issues involved. 

On average Europe is 
considered overbanked, 
although this is a problem 
that applies to some 
markets, such as Germany, 
more acutely , than it does to 
otbers- 

Several. European banks 
have sought to enhance 
their position through 
consolidation and mergers. 
But what are the US banks 
doing about Emu? 

At Citibank fhe strategy 
comes down to two broad 
strands - treat the Emu zone 
as a genuinely single 
market including the retail 
hanking business, which for 
most other banks is a 
purely home market busi¬ 
ness activity with virtually 
no cross-border spill-overs, 
and play on the strength of 
the neutrality of an out¬ 
sider. An'American bank 
has less reason to favour 
one European region or 
financial centre over 
another. 

At Citibank's office in the 
Docklands area of east Lon¬ 
don. Bill Grant, managing 
director of Citibank's global 
relationship hanking and 
director of the Emu project, 
has spent two years with 

his tram preparing the 
bank’s systems and, in par¬ 
ticular, putting an Emu 
strategy in place for the 
bank’s clients. 

Citibank’s corporate bank 
has 250 to 300 large 
mu ltinatio nal clients, 
grouped into 14 business 
sectors. Emu preparations 
keep about 200 Citibank 
employees occupied for a 
large part of their time. 

Janet Ellen, who is in 
charge of marketing 
c ommuni cations for the 
i Emu project, says Emu wifi 
affect Citibank's customer 

groups in different ways. 

Financial sector and retail 
clients will be most affected, 
while in the pharmaceutical 
industry much of the 
strategic adjustment has 
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already taken place. 

As other banks would also 
agree, the preparation for 
Emu is not entirely an 
internal affair limited to a 
bank’s systems and 
operations. What is equally 
important is the effect It 
will have on the bank's 
clients and the way those 
clients interact with their 
bank. 

Business experts predict 
tha t Emu will result in a 
Targe number of winners 
and losers across all regions 
and sectors. While there is 
no simple rule of thumb, 
most Emu consultants 
would agree that, the more 
global a company's • 
operations are. the more it 
stands to benefit from Emu. 

Citibank stresses strongly 
its US roots, its worldwide 

presence in almost 100 

countries and. in particular, 
its emphasis on emerging 
markets^ 

With European revenues 
of $3.4bn, assets of $57bn 
and more than 13,000 
employees, Citibank is 
among the larger 
institutions operating in the 
European Union, although 
smaller than some of the 
top European banks in their 
home markets. 

Mr Grant argues that 
Emu forces the bank to 
adept a new strategy. “I 
think we are seeing big 
shifts in the area of 
integrated capital markets, 
and a growth in those 
markets associated with a 
shift from bank lending to 
disintermediation - the 
raising of finance by way of 
securities. 


“I see growth there. There 
will be euro-denominated 
funding and. as a result, a 
development of new 
products.” 

With the trend from 
tr aditional forms of bank 
lending to capital 
market-based products, 
Europe will increasingly 
begin to resemble the US. 
Securitisation - the 
conversion of an asset into 
a tradeable security - wifi 
become more common. 

The emergence of the 
pan-European capital 
market at the expense of 
largely nationally based 
traditional lending 
operations is expected to be 
one of the driving forces 
behind cross-border 
banking. 

As a neutral operator 
with no vested national 
interests. Citibank sees an 
opportunity in this area. Ms 
Ellen says: “The neutrality 
appeals to a lot of 
multinationals because rt is 
uncur tain yet where 
payment flows will coalesce 
under Emu. A currency is 
linked to a location. 
According to the size of the 
economy there are different 
liquidity pools. 

“With the euro you can 
settle anywhere in the EU. 
Location is no longer that 
important The question is 
where will the liquidity be - 
in Germany, France or 
Britain? 

“National banks have 
vested interests. We can 
operate in any of these 
countries, and that gives a 
lot more choice to our 
clients.” 


Citibank divides its 
services into two broad 
groups - transactional 
products, such as cash 
management security 
settlement and trade 
services, and trade 
products, for example 
foreign exchange and 
derivatives trading. 

It has the largest foreign 
exchange operation of any 
bank in the world. Super¬ 
ficially, the effect of Emu is 
to dispense with national 
currencies and their 
cross-border exchange rates. 

For the bank's currency 
business this mpn-nn a shift 
of emphasis from 
intra-European trading, 
which has already happened 
in the past few years, to 
new markets, especially 
pmerging markets. This is 
no bad thing in itself since 
intra-European trading has 
become a low-margin, 
commodity-style busin es s. 

Citicorp bankers 
emphasise that, despite all 
the work necessary for its 
preparation. Emu does not 
constitute a strategic break 
but a continuation of 
existing strategy. Ms Ellen 
says: “Our whole product 
line was built on the 
principle of an integrated 
Europe anyway. One focus 
was to be a conduit into 
Europe from Japan or from 
Latin America.” 

The same pan-European 
approach also applies to the 
bank’s European consumer 
banking operations, which 
are based in Brussels. 
Citibank has a retail branch 
presence in 10 out 15 EU 
countries, with a relatively 
small exposure to Briton 
but a fonnidable 300-branch 
network in Germany. 

Jeff Walsh. Emu 
programme director at 
Citibank’s consumer 
operations, says: 

“Consumers are looking for 
reassurance from their 
banks. Customers should 
also get better value from 
their banks, better prices. 

“People will compare I 
mortgage prices between 
Spanish and German 
institutions. Margins will 
come under pressure. We 
will have to become more 
efficient” 


Although weak at 
EU level, the two 
sides wish to gain 
legitimacy in the 
power structure 

The so-called social partners 
(the European Trade Union 
Confederation and the two 
European employer organi¬ 
sations Unice and Ceep) 
would like to. play an 
increasingly important role 
in decision-making after tfie 
creation of economic and 
monetary union, at least in 
the development of indus¬ 
trial relations and employ¬ 
ment strategies. 

Their desire to gain an. 
accepted legitimacy in the 
changing EU power struc¬ 
ture reflects a widespread 
concern on both sides of 
industry that the arrival of 
Emu will strengthen the 
domination of the finanrfai 
sector through coordinated 
monetary policies and the 
harmonisation of member 
state budgets. 

Although the social part¬ 
ners for the moment may 
lack a common a g»>nda on 
how to pursue their mutual 
interests, recent events sug¬ 
gest this may still prove pos¬ 
sible. The two sides appear 
to have accepted the value of 
bargaining at EU level on 
measures that provide a 
minimum framework of 
legal workplace rights. 
Agreements have been 
reached recently through 

this sorial flttlQBIlB appr oach 

on unpaid parental leave and 
atypical work. Many employ¬ 
ers may have misgivings 
about negotiating with trade 
unions on such is s u es but 
they prefer their direct 
involvement in the process 
than leaving it to member 
state governments to decide 
what should be done 
through the establishment 
of legally-enforced direc¬ 
tives. 

The social partners at EU 
level remain weak organisa¬ 
tions, dependent on the will¬ 
ingness of their affiliate 
nation-state based members 
to allow them the freedom to 
increase their power and . 
influence. They have been 
under-equipped in staff lev¬ 
els and financial resources 
to strengthen, their compe- 
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fences as genuinely repre¬ 
sentative organisations. Far 
the most part, employers 
continue to wish to exclude 
most social issues from nego¬ 
tiation at EU level, stressing 
the need for subsidiarity. By 
contrast many trade unions 
have seen the value of 
strengthening their position 
at EU level to compensate 
for their weakening influ¬ 
ence with national govern¬ 
ments. 

But It is widely recognised 
that moves to greater social 
integration inside the EU 
have lappwi far behind the 
pace of convergence in eco¬ 
nomic and monetary affaire. 
Otto Jacobi, haad of Labora- 
tnrium Europea, the German 

Inrteppndont think tank, says 

he is concerned that the 
resulting imbalance has cre¬ 
ated a "legitimation gap” 
over Tfrn u which bag encour¬ 
aged popular scepticism 
towards the whole European 
project. 

. However, employers and 
trade unions acknowledge it 
is going to prove difficult to 
ensure more power is dev¬ 
olved to the social partners 
in Brussels with the arrival 
of Emu, however sensible 
this might appear. Social 
issues have always encour¬ 
aged an exaggerated hyer- 
bole at EU level which has 
belied a more modest reality. 

But farmer EU president 
Jacques Delors has warned 
of the dangers to Emu’s suc¬ 
cess if thp social dimension 
Is either ignored or given a 


low p riority. Under his ini¬ 
tiative after 1989 a serious 
attempt was made to con¬ 
struct social partnership as a 
necessary counter-weight to 
the creation of the EU single 
market with its concern to 
pull down obstacles to eco¬ 
nomic integration of goods, 
capital and services. 

However, strengthening 
the power of social partner¬ 
ship in Brussels appears to 
conflict with a countervail¬ 
ing tendency towards a more 
decentralised approach to 
collective bargaining, stimu¬ 
lated in part by technologi¬ 
cal change in the workplace 
coupled with competitive 
pressures in the product 
market 

To some extent the social 
partners can be expected to 
build up the existing sector- 
based industrial federations 
as bodies where a co-ordi¬ 
nated approach is possible. 
The European works coun¬ 
cils have also provided the 
first means for creating 
direct cross-border linkag es 
at company level that may 
help to stimulate more sub¬ 
stantial European-wide strat¬ 
egies «nee Emu has arrived. 

Despite some aggressive 
rhetoric there are no signs 
for tiie Tnnrnmt that any of 
this has brought the pros¬ 
pect of European-wide collec¬ 
tive bargaining any nearer. 
Bemt Keller, Professor at 
Konstanz University, argues 
tha t monetary union makes 
such a develo pment “neces¬ 
sary and unavoidable”, com¬ 


pelling nationally-based 
trade unirms into European¬ 
ised strategies. But the barri¬ 
ers of language, tradition, 
different trade union and 
employer structures con¬ 
tinue to slow the conver¬ 
gence dynamic. 

Surprisingly the majority 
of trade union and employer 
organisations inside the EU 
support the move to eco¬ 
nomic and monetary union, 
despite the undoubted, social 
and political strain this has 
provoked in France, Ger¬ 
many and Italy. As George 
Ross, professor of European 
affairs at Rutgers University 
explains, the European 
Trade Union Confederation 
has “developed as an organi- 
■ sational player from the top 
rather than as a imm organ¬ 
isation from the bottom. Per¬ 
haps this quite different 
model will open up into a 

rllffarant kind of t ransna ¬ 
tional nnionism in the next 
mille nnium . Or perhaps 
not”. 

However, if social partner 
ship is to make any impact 
on the development of Emu 
It will have to establish a 
more robust network of con¬ 
nections across different lev¬ 
els of darfaion-making than 
seems likely at present. 
Along with the European 
Parliament, it remains the 
best hope of constructing a 
check or balance in a system 
that may find it difficult to 
establish any democratic 
legitimacy with the peoples 
of Europe. 
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AT LAStf A BETTER WAY 

TO LOOK AT EUROPEAN INVESTMENTS 


hi the lead up to the Euro, asset managers and 
equity traders are accelerating their shift from a; ... 
oountry-by<Duntry approach to investment s based 
on pan-European s trateg ie s. 

The sums* of these strategies requires more accu¬ 
rate Europe-wide indexes, including those capable 
of measuring cross-border industry treads. 

Now, the experience and expertise of the Deutsche 
Bocse AG, SBF-Bourse de Paris, Swiss Exchange and 
Dow Jones am combined to offer a solution. 
Together these four leading organizations have 
created a comp re hensive family of pan-European 


indexes for the t w en ty -fir^* rw^ny 

The STOXX family indudes two broad-bared bench¬ 
marks, two Hue chip indexes and 19 sector indexes 

covering afl of £uiope and the new Europe of the 
Euro. All indexes are calculated on both a price and 
total return basis. 

For more information on this new generation of 
indexes, cakadation methodology end Bowsing 
opportunities, sknply contact STOXX LIMITED 
RO. Box, Selnaustrasse 30,04-8021 Zurich, Switzerland 
Phone +41(1) 22 9230q Fax +41 (1)2292301. 
e-maU stoxxOstoxx-com, Internet wwwjtaxjuofn 


STUXX LMILU A Joint Ventixe of Deutsche Bdrse AG, Dow Jones 9 Compart* SBF-Bourse de Paris, Swisc Exchange. 


Wolfgang 
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UNION? 


WE GAVE THE 
IDEA CURRENCY 
24 YEARS AGO 








1 


m 










m 








Twenty four years ago, DHL invented international 
air express and suddenly all the countries in Europe 
became a little closer to each other. 

Today we carry more shipments than ail the other 
international express carriers put together 

With a streamlined, business-friendly service that gets 
your consignment to any European city in less time than 
a posted letter takes to get to the next street, 

www.dhlxo.uk 


And unparalleled access to systems that can tell you 
instantly when it was delivered and who received rt. 

It's a service that has dohe much to oil the cogs of 
European trade. And, while we respect the deliberations 
of parliamentary democracy, let's jUst say that if we'd 
been delivering EMU it would have been there the next 
morning. Sharp. 

Hardly surprising we're number one. 
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Switzerland 

Switzerland was at the forefront of 

change 150 years ago. A great deal has 
changed, reports William Hall 

Weary of being 
out in the cold 
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T he Swiss love celebrat¬ 
ing birthdays. Seven 
years ago it was the 
country's 700th anniversary. 
Last year, it was the 150th 
Jubilee of Switzerland’s rail¬ 
way system. This year, it is 
the 150th anniversary of the 
Swiss constitution and all 
sorts of everts are planned 
to commemorate a Htwp 
when Switzerland really was 
at the forefront ot change In 
Europe, rather than bringing 
up the rear as it does today. 

In 1848 Karl Marx and 
Friedrich Engels had pub¬ 
lished the Communist Mani¬ 
festo, and the streets of 
Europe echoed to the sound 
of revolution. Armies 
marffhftfi and thrones tot¬ 
tered as people from Hun¬ 
gary and Bohemia to Paris 
and Frankfurt, demanded 
basic political freedoms. 
Only Switzerland, which had 
gone through Its own small 
civfl war the year before,. 
went ahead and successfnly 
introduced a democratic con- 
sdtion guaranteeing its citi¬ 
zens basic human rights, it 
paved the way for one of 
Europe's poorest countries 
to grow into one of the 
world's richest and most 
democratic societies. But 
that was 150 years ago, and 
fin- the past few years Swit¬ 
zerland has bean slipping 
behind. 

Economically, it remains 
one of the world's richest, 
economies. But it has lost Its 
reputation as one of the 
world's star economic per¬ 
formers. The Inte rnational 
Monetary Fund noted in a 
report this month that Swit¬ 
zerland's growth had 'lagged 
substantially behind” most 
other advanced economies 
since the mid-1970s: The IMF 
also expressed “disappoint¬ 


ment” at the further decline 
in Switzerland^ official 
development aid relative to 
its GDP and hi ghHgfttgri the 
“recent surge" in the coun¬ 
try’s debt to GDP ratio from 
31 per cent 51 per cent. 

Switzerland’s great 
humanitarian r ep ut a tion has 
also not stood up well to the 
test of time. The Red Cross 
was founded in Geneva over 
100 years ago, and in 1897 
Theodor Herzl, an Austrian 
Jewish activist, staged the 
first of several Zionist con¬ 
gresses in Switzerland which 
launched the drive to create 
the state of Israel. He chose 
the dty of Basle because it 
was more open and tolerant 
thaw Munich or Vi enna Zur¬ 
ich used to be the haunt of 
Russian revolutionaries, 
such as Lenin, and in 1920 
the Swiss people even voted 
to ignore their neutral .tradi¬ 
tion and join the League of 
Nations, forerunner of the 
United Nations. For a brief 
period Geneva was regarded 
as rare of the world’s most 
Im p o rtant 

But mare recently Switzer¬ 
land’s reputation as a toler¬ 
ant anrt h iimanttariim Soci¬ 
ety has came under fire. The 
Swiss have been accused of 
nrmgnewL “We were sure we 
could save the world. We 
were convinced that we were 
better than the others and 
unaffected by what was hap¬ 
pening outside. The world 
should only look at us - this 
island of prosperity and 
apply diligently our recipes 
in order to be rewarded with 
eternal peace, prosperity and 
happiness,” says Benedict 
Hentsch, managing partner 
of Daxier Hentsch, Geneva’s 
oldest private bank. 

It was this sort of attitude 
which helps explain the hos¬ 


tile international reaction to 
Switzerland when ptttmti pn 
began to be refocused on the 
shadows in Switzerland's 
recent history, rather than 
the more fliHtawt high points 
Was Switzerland, which was 
completely surrounded by 
Germany and its allies, as 
neutral as it Insists in its 
war-time ifaaUnga with Nazi 
Germany? 

Many of the country’s 
banks big companies 
appear to have grown rich 
on the back of the proceeds 
of this period and Switzer¬ 
land’s reputation as an open 
and neutral society has been 
tarnished by its heartless 
treatment of thousands of 
Jews whose Cate was sealed 
after they had been turned 
back at the Swiss border and 
their passports marked with 
the odious “J-stemp". 

The Swiss government has 
bowed to international pres¬ 
sure and set up a commis¬ 
sion of Swiss and interna¬ 
tional historians, under 
Professor Jean-Franpois Ber- 
gier, to shed light an its sec¬ 
ond world war past It w£Q 
produce an interim report 
shortly and, given the Swiss 
reputation for thoroughness, 

it should be a respectable 
contribution to a debate 
which has often been 
marked by shrill point-scar¬ 
ing rather than serious his¬ 
torical research. 

It is not the only area 
where Switzerland's commit¬ 
ment to its solitary path is 
being questioned. It has also 
been struggling for more 
than five years to get a bilat¬ 
eral agreement with the 
European Union which 
would grant it some of the 
economic benefits it missed 
oat on when the Swiss 
people summarily rejected 
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their government’s wish to 
join the European Economic 
Area In 1992. 

Switzerland relies on the 
EU for two thirds of its for¬ 
eign trade and tha negotia¬ 
tions have only gone to dem¬ 
onstrate that the Swiss need 

t)u» EU far more than the EU 

needs Switzerland. Transit 
rights through the Alps is 
Switzerland’s only real bar¬ 
gaining point and it has 
played its card pretty inef¬ 
fectively -so far. Next year’s 
arrival of the single cur¬ 
rency will increase further 
the country’s isolation from 
its main trading partners. 

Meanwhile, Switzerland 
may be isolated from the 
rest of Europe but It is 
increasingly suffering from 
the same sorts of problems. 
Many of the cosy structures 
which the Swiss took for 
granted are disintegrating. 
The big three Swiss hanks - 
UBS, Credit Suisse and 
Swiss Ranfc Corporation - 
which have dominated Swiss 
business for the past cen¬ 
tury, are about to shrink to 
the “Big Two” following the 
merger of UBS and SBC. FDr 
the first time in memory, 
bank staff are being laid oft 

A recent report on Switzer¬ 
land's security policy, under 
a committee headed by 
Edouard Bnumerr a retired 
diplomat, raised serious 
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In private banking, as in every business, there 
axe short cuts. 

For example, it may make sense to some banks 
to offer "standardized." service tbat meets tbe needs 
of one and all. More or less. 

At Republic we prefer to custom-tailor our ser- 
vices. We assume tbat no two clients are exactly alike 
- and careful listening invariably proves us right. 

It is why your Republic Account Officer makes 
gure to obtain a precise picture of your financial 
goals, frame, risk acceptance and oilier key fac¬ 
tors. He keeps these constantly in mind as be looks 
after your interests. 

So year after yeaij you can count on us for tbe 
exceptionally complete, timely and personalized ser¬ 
vice that makes Republic truly unique. 
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doubts about tbe the coun¬ 
try's strict neutrality and 
the purpose of its militia 
army, two of the most cher¬ 
ished symbols of Switzer¬ 
land's national Identity. 
There are also signs that the 
growing u$e of Bngtish as a 
second language is increas¬ 
ing linguistic cUvlslons in a 
country where the majority 
German speakers have been 
required to learn French as 
their ™»n mwmit language, 
and French and Italian- 
speaking minorities have 
been required to learn Ger¬ 
man. 

Switzerland has always 
regarded itself as a role 
model when it comes to deal¬ 
ing with minorities. But 
such developments under¬ 
mine Switzerland’s concept 
of “solidarity” with tbe 
underdog. Swiss government 
officials talk a lot about “sot 
idarity” between rich and 
poor, majorities and minori¬ 
ties. Last year the govern¬ 
ment gnnmmrwd plans to set 
UP a SFr7bn “Swiss Solidar¬ 
ity Fund", as a humanitar¬ 
ian gesture in the wake of 
the criticism about the coun¬ 
try’s war-time record, and 
the Swiss army is being 
urged to establish a more 
professional “Swiss Solidar¬ 
ity Corps”. 

Meanwhile, Ghristoph. 
Blocher, the closest thing 
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Switzerland has to an 
opposition, is proving to be 
as divisive an the political 
front as bis old pal Mr Mar¬ 
tin Ebner. Switzerland’s 
best-known corporate preda¬ 
tor, is, on the business front. 
Mr Blocher's frequent block¬ 
ing of the Swiss govern¬ 
ment’s well-meaning initia¬ 
tives show that Switzer¬ 
land’s cumbersome system 
of consensus politics and 
direct democracy is no lon¬ 
ger as well suited to the 
challenges of managing a 
modem state as it was 150 
years ago. 

Thomas Borer, who heads 
the government task farce 
Investigating Switzerland’s 
wartime activities, likes to 
remind critics of the coun¬ 
try's slow pace of decision¬ 
making that the Swiss are a 
“nation of watchmakers - 
slow and precise”. However, 
the Swiss watch industry 
would have long since disap¬ 
peared had it not been saved 
in the 1980s by Nicolas 
Hayek, 70, one of Switzer¬ 
land’s few entrepreneurs. 
Switzerland’s political sys¬ 
tem does not allow fur such 
figures to emerge in govern¬ 
ment, so if there is going to 
be change it will have to 
depend an the Swiss people 
reaking the right decisions. 
It has been known to happen 
in the past 
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2 SWITZERLAND 


POLITICS *, by Clive Church 

Trusted old system 


pressure 


under 

Direct democracy 
has not spared 
the Swiss from 
the malaise found 
in other states 

In 1998 Switzerland cele¬ 
brates the 150th anniversary 
of its constitution and the 
birth of a particular, but not 
well-known, political system 
which is sometimes held up 
as a model that may be 
adapted to deal* with 
Europe's diverse political 
problems. 

The Swiss political system 
involves intensive consulta¬ 
tion, advanced proportional 
representation and direct 
democracy. The signatures 
of only 50.000 of Switzer¬ 
land's 6m citizens are needed 
for a referendum challenging 
government legislation and 
100,000 signatures can force 
a nationwide vote on consti¬ 
tutional changes. 

Not all these elements 
were present in 1848. In fact, 
Switzerland did not become 
-a real federation until 1874 
and direct democracy did not 
taltfl root until the end of the 
century. 

Proportional representa¬ 
tion came after the first 
world war and consultation 
and full representation of 
political forces in govern¬ 
ment did not arrive until 
after the second world war. 

All these elements of 
the Swiss Systran are impor¬ 
tant not just for the smooth 
r unning of the country's 
affairs but also for the way 
that the Swiss define them¬ 
selves. Acceptance of the 
dominant roles of grass roots 
rights and consensus has 
given Switzerland the unity 
denied it by its linguistic 
and religious diversity. 
Swiss citizens are far more 
the sovereign people than 
citizens of other European 
countries. 

Yet as it approaches the 
millennium the Swiss sys¬ 
tem is under pressure. Direct 
democracy has not spared 
the country from the politi¬ 
cal malaise found in other 
European states. And often 


it is direct democracy that 
prevents the country from 
adapting in the way many 
feel Is needed. 

Swiss politics has become 
more personalised. What 
counts Is performance on 
Swiss TV current affairs pro¬ 
grammes, such as Friday 
night’s Arena. Political 
debate has become much 
more shrill. 

The fact that the country 
now faces highly divisive 
issues, notably Europe, has 
intensified the change in 
tone. Such issues are less 
susceptible to the normal 
consensual compromise of 
Swiss politics, so that refer¬ 
enda are becoming more 
divisive and less a means of 
holding the country 
together. 

The revelation in the 
1980s that the government 
was keeping secret - and 
highly doubtful - files on a 
sixth of its population, and 
seven years of economic 
stagnation in the 1990s, has 
taken a ton on public confi¬ 
dence in Switzerland's politi¬ 
cal elite. 

Populist politicians, such 
as Christoph Blocher, are 
now challenging the way the 
system is run and his Swiss 
People’s party is taking 
votes away from mainstream 
parties, particularly the 
Christian Democrats. 

Overcoming Switzerland's 
increasing political polarisa¬ 
tion is proving hard. The 
government is tiny, has lim¬ 
ited powers and the rules for 
selecting its members can 
exclude the most able. 

In addition, conservative 
and populist groups can 
check the government by 
exploiting the cumbersome 
consultative processes or 
collecting the gm«n number 
of signatures needed to block 
a new law. 

The government was 
humiliated in 1992 when 
its plans to join the 
European Economic Area 
were rejected, and recent 
efforts to liberalise labour 
laws and tighten asylum 
policy have suffered a 
simil ar late. 

Even the attempt to 


revamp the constitution, 
which has become encrusted 
with detailed policy 
provisions since its last 
overhaul in 1874, has run 
into trouble and looks likely 
to deliver less than had been 
hoped. Certainly, it is 
unlikely to lead to a 
rationalisation of the system 
of direct democracy. The 
Swiss are cautious; they may 
admit to problems but find it 
hard to agree remedies. 

So structural change 
is blocked and the 
government avoids 
antagonising the opposition 
by refraining from giving 
clear leadership on sensitive 
issues. Such stasis 
undermines suggestions t hat 
the European Union could 
do worse than remodel itself 
on Swiss federal lines. 

The Swiss have shown 
that federalism does not 
have to be centralising, but 
it has grown from the 
bottom up over a long 
period, which is not the case 
In the EU. Meanwhile. 
Introducing Swiss-style 
direct democracy as an 
answer to the growing 
alienation in the EU could 
be far too divisive without 
grafting on the political 
culture which holds 
Switzerland together. 

Paradoxically, although 
the EU is unlikely to adopt 
Switzerland's political 
model, it appears to be 
adopting many of the 
attributes of the pre-1798 
Swiss political system. 

It shares the same 
strange constitutional 
framework with a myriad of 
treaties and no single 
charter. This may be 
anathema to the Swiss as 
they celebrate the overthrow 
of the old system, whether in 
1798 or 1848, but the old 
Confederacy did last for 
several hundred years and 
prevented the country 
falling apart when it was 
more divided than It Is 
today. There may well be a 
lesson here for the EU. 

* Jean Monnet Professor of 
European Studies, UnioersUti 
of Kent 
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A need for sensitivity and versatility 


Pascal Couchepin, the 
55-year-old lawyer who 
takes over the Swiss 
economics ministry from 
the ailing Jean-Pascal 
Ddamuraz on April 1, 
has a difficult task ahead of 

him. 

His mixed bag of 
responsibilities includes 
some of Switzerland's most 
sensitive dossiers: 
employment, at a time 
when record levels of 
joblessness are the number 
one concern of the Swiss 
public; agricultural policy. 


now tat tile midst of painftal 
reforms; and research 
where a passionate debate 
Is underway ahead of a 
national vote in June called 
by opponents of genetic 
engineering, which could 
bring an abrupt halt to 
Switzerland's world-class 
genetic research effort 
While monetary policy is 
in the hands of the central 
bank and fiscal policy rests 
with the finance ministry, 
MrCoachepin's department 

runs the government's 

programme erf economic 


“revitaHsatton” which aims 
to boost c ompetitive ness. 

This programme is seen 
as critical in redressing 
Switzerland's position at 
the bottom of the OECD ' 
growth leagne-and 
compensating for the 
disadvantages of being 
outside the single market 

Like Mr Ddamnraz who 
resigned on health grounds, 
Mr Couchepin is a 
pro-European, from the 
minority French-speaking 
community and from the 

the Radical Democrats. ' 


Where Mr Delanmraz is 
convivial and 
plain-speaking, Mr 
Couchepin is ansfere, aloof 
and ambitious. 

Scion of apolitical 
family, Mr Couchepin has 
beat a member of 
parliament sineel979 and 
mayor of the town of 
Martigny in the Valais 
canton since 1984, for most 
of that time fl onhHwg as 
national party chairman. 
His politics are centrist, 
veering to the right on 
economic matters where he 



couchepin.’ ambftbus 


has taken a strong 
pro-business stance but to 
the left cm a number of 
enriftl and welfare issues. 

Frances Williams 


ECONOMY • by Frances Williams _ 

On the road 


The short-term 
future will be 
determined by 
the health of 
trading partners 

After seven years of 
stagnation the Swiss econ¬ 
omy appears at last to be on 
the road to recovery - but 
the upturn still looks fragile 
and capable of being 
reversed. Even the most 
optimistic forecasters are 
predicting no more than 
modest growth this year and 
next of L5-2J25 per cent, still 
well behind Switzerland's 
European neighbours. 

Others fear that Switzer¬ 
land's export-led expansion 
will falter later this year 
under the combined impact 
of a stronger exchange rate 
in the run-up to the euro in 
1999 and the fall-out from 
the Asian financial crisis. 

On the positive side, the 
Swiss economy grew by 2 
per cent in real terms 
between the fourth quarters 
of 1996 and 1997, the fastest 
annual rate since 1990. 
though average growth in 
1997 was just 0.5 per cent 

Exports of goods and 
services surged last year by 
more than 8 per cent by 
volume, helped by a weaker 
franc and economic recovery 
in Europe which takes 
over 60 per cent of Switzer¬ 
land's merchandise exports 
and accounts for most of 


its foreign tourists. 

The annual inflation rate, 
which touched zero in Janu¬ 
ary, averaged only 0.5 per 
cent in 1997, the lowest for 
nearly 40 years, and domes¬ 
tic price and wage pressures 
are weak. 

Meanwhile, the Swiss 
National Rank, the central 
bank, which is predicting 
inflation of l per cent or 
less in 19S8, has pledged 
to continue its accommodat¬ 
ing monetary policy to keep 
economic growth on track. 
In particular, it is deter¬ 
mined to prevent undue 
appreciation of the Swiss 
currency whose rise to 
record levels in late 1995 
choked off an incipient eco¬ 
nomic revival. 

Tbe SNB's indicative dis¬ 
count rate has been at an 
historic low of 1 per cent 
since September 1996 and 
the bank has lately injected 
large amounts of liquidity 
into the money markets to 
counter Swiss franc 
strength. Both short- and 
long-term market rates are 
close to post-war lows. 

Nevertheless, the franc's 
value against continental 
European currencies, espe¬ 
cially the Deutschemaik, has 
been creeping up, despite the 
unanim ous view of analysts 
that the fundamentals point 
to a depredation in the lon¬ 
ger term. 

Uncertainties surrounding 
creation of the European 
Union's single currency, the 


to recovery 


euro, in 1999, as well as the 
ftnanHal t nrm mH i p east 

Asia and elsewhere have 
revived tbe franc’s safe-ha¬ 
ven role. Switzerland's 
booming stock market has 
also attracted sizeable for¬ 
eign portfolio investment. 

The government's advi¬ 
sory economic- affairs com¬ 
mission. which is predicting 
1.75 per cent growth this 
year, says despite the recent 
appreciation it expects the 
franc's value to remain 
below the 1995-96 average. It 
also sees faster growth in 
Europe as compensating 
Swiss exporters far weaker 
rtgiwanri from emerging mar¬ 
kets which account for only 
a quarter of Swiss exports. 

Others are less sure. 
Though Swiss exports to 
Asian developing countries 
are only 8 per cent of the 
total, Alois Bischofberger, 
chief economist at Credit 
Suisse, believes the impact 
of the east Aslan crisis will 
show up increasingly in the 
second half of the year as 
the repercussions are felt on 
world and European growth. 

Meanwhile, domestic 
demand shows few signs of 
revival. Real household 
incomes have' scarcely 
budged over the 1990s and 
job insecurity continues to 
dampen consumer confi¬ 
dence in the wake of the 
UBS/SBC bank merger and 
other restructurings. 

Unemployment last year 
averaged a record 5.2 per 


cent shocking for a country 
that boasted virtually full 
employment for most of the 
post-war period, and expec¬ 
ted growth is too sluggish to 
make much de n t in the job¬ 
less total over the next cou¬ 
ple of years. 

Next year, notes Hans 
TTmifman-n of Bank JuliUS 
Baer in Zurich, real Incomes 
wlD be hit by a planned rise 
of at least 1 percentage point 
In the VAT rate as well as 
higher social security 
charges. 

The construction sector, 
hit by the collapse of the late 
1980s property boom, is also 
likely to remain in the dol¬ 
drums as the temporary 
stimulus from a government 
investment programme 
enacted last year peters out. 
Companies are spending 
more on plant and equip¬ 
ment but with the aim of 
rationalising production 
rather than expanding 
capacity. 

To make things worse, big 
reductions in public spend¬ 
ing are programmed to meet 
the government’s target of 
balancing the budget by 
2001. Switzerland, once a 
paragon of fiscal virtue, will 
fail the Maastricht criteria 
for EMU entry this year, 
with an expected general 
government deficit of 3-5 per 
cent compared with the 3 per 
cent Maastricht limit. 

Public debt, though well 
within the Maastricht ceiling 
of 60 per cent of GDP, is prej- 
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ected to reach SFr2Q2bn by 
the end of this year, double 
the 1990 level. Though Swit¬ 
zerland is ineligible for EMU 
because it is not an EU mem¬ 
ber, keeping its economy in 
line with its EU neighbours 
is an important Swiss policy 
objective. 

Depressed by the dismal 
scenario far jobs, the Swiss 
tirade onion movement is 
pressing for measures to 
speed growth through a 
Swiss franc depredation and 
has launched a referendum 
campaign to cut the average 
working week to 36 hours in 
line with the French. 

Employers and the busi¬ 
ness establishment by con¬ 
trast emphasise the need for 
more deregulation and 
greater labour market flexi¬ 
bility. But the uncomfortable 
feet is that, whatever Swit¬ 
zerland does on its own 
account, the short-term 
future win be largely deter¬ 
mined for it by the health of 
its trading partners and the 
unpredictable currency 
desires of foreign investors. 


Music is more than just technique ... 
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Music is much more then playing 
instruments with technical perfection; 
the sensor,' 3ppeal is the very essence of 
the art. 

Similarly, good food is more than 
quality ingredients, balanced nutrition and 
food technology; taste, aroma, and visual 
appeal are integral parts of the total 
food pleasure. 
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As the largest food company in 
the world, we must be concerned with food 
problems in their widest sense, and. by 
extension, have a close interest in all forms 
of human activity. This, in the end, is what 
mokes Nestle products more than just food. 


Nestle 


I IWwlIv more than 
just the world's largest food company. 
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SWITZERLAND 3 


NEUTRALITY • by Tony Barber _ 

A change as big as 
moving mountains 


A policy pursued 
by Switzerland 
since 1945 may 
no longer be 
appropriate 

A Swiss diplomat searched 
recently for a metaphor to 
explain how important Swit¬ 
zerland's neutrality in inter¬ 
national affairs has been to 
defining the national self-im¬ 
age. "Neutrality has been 
our Matterhorn.” he said. 

If so. it is a mountain tha t 
is being shaken as never 
before by the tectonic 
changes in Switzerland's 
geopolitical environment: 
the end of the Cold War. the 
Soviet Union’s collapse, and 
the European Union's drive 
to closer political and eco¬ 
nomic integration. 

In the view of many Swiss 
politicians and foreign policy 
experts, the policy of strict 
neutrality that Switzerland 
pursued to such considerable 
effect after 1945 is no longer 
appropriate. The country is 
self-evidently part of the 
western world of free-market 
democracies and has little to 
lose and more to gain from 
eventual membership of the 
EU and the United Nations. 

Switzerland's president, 
Flavio Cotti, said in an FT 
interview: “Foreign policy in 
today's world is made within 
multilateral networks. The 
time for beautiful, bilateral 
visits for laughing diplomats 
is past. It's all multilateral 
now. A country outside is 
isolated.” 

The need for change was 
outlined with particular 
force in a report published in 
February by a government 
committee of experts headed 
by Edouard Brunner, a 
retired Swiss diplomat The 
report, which will form the 
basis for a national debate 
about Switzerland's future 
foreign policy, observed that 
the decision to keep out of 
the Second World War had 
led to a deep conviction 
among the Swiss peoplethat 
“Switzerland owes its salva¬ 
tion to its seclusion and its 


refusal to become -involved 
in the affairs of others”. 

Such attitudes continued 
to prevail during the Cold 
War, when Switzerland went 
out of Its way to avoid tak¬ 
ing sides in the East-West 
ideological and military con¬ 
frontation. However, Swit¬ 
zerland was more in those 
days than just a convenient 
venue for US-Soviet discus¬ 
sions about nuclear arms 
control and regional con¬ 
flicts such as the 1979-89 war 

in Af gh.iniwtfl T i 

As the Soviet Union itself 
privately recognised, Swit¬ 
zerland was for all practical 
purposes a country inte¬ 
grated into the western econ¬ 
omy and sharing the same 
political values as the west¬ 
ern democracies. 

"In case of war. Switzer¬ 
land would have benefited 
from the protection of its 
neighbours and potential 
allies, especially from the 
western *nuclear umbrella’." 
the Brunner report says. 

"Today we must recognise 
that the situation has 
changed once more. Faced 
with more diffuse and mani¬ 
fold threats, we must accept 
the hypothesis that threats 
(such as blackmail by terror¬ 
ists) could be targeted specif¬ 
ically against our country - 
without necessarily threat¬ 
ening our neighbours at the 
same time. We would then 
be isolated, due to a lack of 
institutional links with our 
neighbours, who would in no 
way be obliged to help us.” 

Switzerland has already 
taken some small but signifi¬ 
cant steps to modernising 
and reinterpreting its doc¬ 
trine of neutrality. tit has 
joined Nato’s Partnership for 
Peace programme, although 
unlike other PfP countries 
such as Romania and Slo¬ 
venia it has no intention of 
applying for full membership 
of the US-led military alli¬ 
ance. 

The Swiss broke fresh 
ground in 1996 when they 
allowed Nato forces travel¬ 
ling to Bosnia to have air 
and ground transit rights 
through Switzerland. Four 


years earlier, the Swiss bad 
been reluctant to permit 
overflight rights for western 
aircraft heading for the Gulf 
to help eject Saddam Hus¬ 
sein's forces from Kuwait 

Changes in Switzerland's 
military posture will also 
affect the way that neutral¬ 
ity works in the future. The 
age-old tradition of a militia 
force made up of “ citizen-sol¬ 
diers" who keep their rifles 
at home is likely to give way 
to a small professional army 
whicb could take part in 
international peacekeeping 
missions. The militia would 
remain, but much reduced 
from their present strength 
of almost 400,000. 

Swiss membership of the 
EU would not. of itself, force 
the abandonment of neutral¬ 
ity. as the coses of Austria. 
Finland, Ireland and Sweden 
have shown. However, the 
EU continues to pursue the 
goal of a common foreign 
and security policy, and 
some EU states are deter¬ 
mined to see the Western 
European Union evolve into 
the EU's defence arm. 

Should Switzerland join 
the EU. as Is the clear wish 
of the political and foreign 
policy establishment, then 
Swiss neutrality would 
surely come into eventual 
question. "In the long term, 
co-operation may lead us to 
abandon neutrality in its 
current form," the Brunner 
report says. 

Switzerland originally 
adopted neutrality in 1815 
under the influence of the 
major European powers. 
Later, between the Franco- 
Prussian war of 1870-71 and 
the First World War. neu¬ 
trality was the best way of 
staying out of trouble and 
maintaining the internal 
cohesion of the country, 
divided into German- and 
French-speakers. 

Now, however, the world 
is different. “Neutrality 
must under no circum¬ 
stances prevent engage¬ 
ments necessary for our 
security and dignity as a 
responsible state." the Brun¬ 
ner report says. 


INTERVIEW 


Mixing morality 
and chocolate 


As the chairman of a 
medium-sized Swiss choco¬ 
late company, Rolf Bloch 
seems an unlikely target 
for hate mail. Generous, 
thoughtful and mild of 
maimer, he has nothing in 
his character to suggest 
why he should be selected 
[car such abuse, except per¬ 
haps those very qualities of 
tolerance and humanity 
which he most stoutly 
defends. 

But as the president of 
the Swiss Federation of 
Jewish Communities since 
1992, and as the head of a 
Swiss humanitarian fond 
for needy victims of the 
Holocaust since last year, 
Mr Bloch, 67, is a public 
figure. He is the representa¬ 
tive of Switzerland’s tiny 
Jewish community, num¬ 
bering 18,000 people. 

More im por ta ntly, he is a 
living symbol of the dark¬ 
est spot on his country's 
conscience: its wartime 
financial and commercial 
dealings with Nazi Ger¬ 
many, and its treatment of 
Jewish refugees seeking 
shelter from genocidal per¬ 
secution. 

"I got hate mail for the 
first time in 1996, from 
anti-Semites. Most aren't 
signed. They feel that the 
g ener al climate is such that 
they can- come out,” he 
says. "There is a deteriora¬ 
tion in relations between 
the Swiss and their fellow 
Swiss-Jewish citizens. I get 
letters -saying, *1 shall no 
longer eat your chocolate'. 
But my view is that they 
are pwiiAhtf themselves if 
they deny themselves the 
chance to eat my choco¬ 
late." 

Mr Bloch is at pains to 
stress his belief that, com¬ 
pared to the Jewish experi¬ 
ence in other European 
countries, the position of 
Jews in Swiss society has 
been remarkably secure in 
the modern era. “Swiss 
anti-Semitism has not been 
violent in the last 150 
years, except for one mur¬ 
der in 1942. His name was 
Bloch, so I remember him 
w ell- " 

Yet he contends that, 
until the recent uproar over 
Switzerland's wartime 



Bloch: an unlikely target 

record, the Swiss tended to 
live in the comforting 
cocoon of a national myth 
according to which their 
country was not just better 
than others but fundamen¬ 
tally different - the 
so-called Sonderfall 
Sckuxiz. or "special case of 
Switzerland". This myth 
portrayed the Swiss as lov¬ 
ers of freedom and indepen¬ 
dence, creators of the 
world's oldest democracy, 
enthusiastic but modest 
h umanit arians, and collec¬ 
tive upholders of dignity, 

' virtue and propriety. 

"Are we a national soci¬ 
ety that admires tills myth 
that has come down from 
history, or is Switzerland a 
multicultural society that 
is open to others? Once, I 
personally had the impres¬ 
sion more and more that I 
was part of a multicultural 
society. 

“But we are now coming 
back to the stage we were 
at before- Is something hap¬ 
pening to Swiss society? 
Yes. The Swiss are starting 
ag a in to mistrust ‘I dou t 
know what the Jews think*, 
and so on. We have to 
become a multicultural 
country again.” 

Mr Bloch’s company. 
Camille Bloch SA, was 
founded in 1929 and 
employs 180 people. Its 


turnover is about SFr40m. 

_ ;But Mr Bloch is jnst as 
busy these days with the 
Holocaust fund, which 
arranges for money to go to 
needy victims of the Nazi 
terror, both Jews and non- 
Jews. "Eastern European 
-countries are our priority. 

. .These are old people living 
on very small pensions.” 

The fond has SFr273m 
available for distribution 
and has already made 
grants in Hungary and Lat¬ 
via. About 20,000 Hungar¬ 
ian Jews are receiving 
SFrl2m in total. To be iden¬ 
tified as needy, a recipient 
must live below the poverty 
line, a determination that 
is made by other humani¬ 
tarian organisations with 
which Mr Bloch's fund has 
established contact 

Mr Bloch thinks that the 
national self-examination 
prom p ted by the re-opening 
of wartime issues will even¬ 
tually benefit Switzerland. 
"IT the Swiss start to say, 
‘We weren't worse than 
others’, then they imply 
that they weren't better 
than others, either. And 
that changes the picture, 
because many Swiss had 
thought that they had been 
better. 

"But if we are not better 
or worse, shouldn’t we 
finally join the world, 
where others are not better 
or worse? That would take 
us out of our splendid isola¬ 
tion. And that would mean 
that we would bave learnt 
something. It would take us 
out of our moral crisis. 
Twenty years from now, we 
will be so glad that we have 

“had this discussion, this 
crisis." 

Illustrating his point, Mr 
Bloch recalled a recent 
meeting at which a Swiss 
banker, born long after the 
second world war, com¬ 
plained that it seemed 
unfair for the world to 
judge him and his genera¬ 
tion for misdeeds commit¬ 
ted during the war or in the 
first post-war decades. Mr 
Bloch told him: "Now you 
know what it's like to be a 
Jew." 


Tony Barber 
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Growing desire to join the club 



Cottfc 'ready to assume our reaponsfljffitfes’ Qecrga Hwmosta* 


Switzerland celebrated Its 
700th birthday in 1991 and 
pow it is celebrating the 
150th anniversary of its 
constitution. What Is their 
significance? 

In 1991 we celebrated Swit¬ 
zerland generally with its 
myths and Its legendary tra¬ 
ditions. This time the festivi¬ 
ties will be more sober 
because they have to do with 
the constitution and our 
political system which was 
introduced in 1848. At the 
time Switzerland was the 
most revolutionary country 
in Europe and its democratic 
system was envied by oth¬ 
ers. However, our political 
structures have not adjusted 
as quickly as society has 
changed an d is causing 
us problems. 

Why are the Swiss so 
unenthusiastic about 
joining Europe? 

Traditional Swiss reluc¬ 
tance towards the EU has a 
historic background: our 
neutrality and our not get¬ 
ting involved in interna¬ 
tional political alliances is 
deeply-rooted. This has 
enabled us in difficult times 
to remain independent and 
autonomous. It also contrib¬ 
uted to keeping us out of 
war. But Europe has evolved 
and even in Switzerland 
more and more people feel 
that the major developments 
are fostered by the EU and 
that we would be better off 
being there and taking part 
in the decision-malting. 

If Switzerland finalises its 
bilateral negotiations 
with the EU, what will 
still be missing? 

The bilateral agreements 
will settle economic issues 
between Switzerland and the 
EU. But flill involvement in 


the decision-making process 
will still be missing. How¬ 
ever. we are part of Europe. 
We speak the languages of 
three major EU countries 
and share much of their cul¬ 
ture. The EU is deciding on 
very important problems 
whicb have enormous influ¬ 
ence on our welfare. But we 
cannot participate in the 
decision-making. 

How is Switzerland's policy 
of neutrality changing? 

In 1996 we granted interna¬ 
tional peace forces joining 
IFOR in ex-Yugoslavia the 
right to fly over and travel 
through our territory. This 
would have been unthink¬ 
able until recently. Switzer¬ 
land also took part on its 
awn in enforcing the UN eco¬ 
nomic sanctions since the 
1991 Gulf war. Our recent 
chairmanship of the OSCE 
also symbolises our willing¬ 
ness to have a more open 
foreign policy. But we con¬ 
tinue to share the fundamen¬ 
tal legal elements of neutral¬ 
ity. One of the rules is that 
wc are not to commit our¬ 
selves to any possible form 
or involvement in war, even 
in peacetime. This means 
that we hare no intention to 
join any alliances like Nato. 

Switzerland is a rich coun¬ 
try which enjoys many of 
the benefits of Europe's pros¬ 
perity but shoulders few of 
the responsibilities. 

Switzerland does not just 
think of its advantages. It is 
ready to assume its share of 
responsibilities. We are not 
part of the UN, but our 
financial contributions are 
higher than those of many 
countries. We also substan¬ 
tially support a good number 
of international organisa¬ 
tions like the Red Cross. 


What have you learnt from 
the international response 
to Switzerland’s role in the 
so-called Nazi gold affair? 

We have to recalibrate our 
history. There is no question 
about the fact that mistakes 
were made by Switzerland 
during that time. It is our 
intention to clarify all ques¬ 
tions still pending In this 
regard. Research work on 
these matters is presently in 
frill gear and is guided by 
three basic rules: transpar¬ 
ency, justice and solidarity. 
However, on balance, our 
behaviour in the second 
world war was positive. We 
took in more than 300,000 
refugees, for example. And 
since we were the only dem¬ 


ocratic country in Nazi- and 
fascist-occupied continental 
Europe, our media was 
highly appreciated by resis¬ 
tance fighters in Italy. 

What are Switzerland’s 
s treng th s and weaknesses? 

A great strength is its 
capacity to create a flourish¬ 
ing economy, and to organ¬ 
ise four different languages 
and cultures. Minority rights 
are granted utmost impor¬ 
tance and highest respect I 
am saying this in my capac¬ 
ity as representative of the 5 
per cent Italian-speaking 
Swiss minority. Furthermore 
we managed to develop a 
stable political system 
enabling the cantons to 
enjoy a high degreee of 


autonomy. But we also have 
weaknesses. For a long tints 
we were saved from every 
war and proudly believed we 
were a “Sonderfall", or spe¬ 
cial case. But the fact is that 
we share similar problems 
with other countries which 
we can only solve together 
as part of the international 
community. 

Do you think that the Swiss 
president should serve 
longer th*" a year, and 
be given more powers to 
deal with Switzerland's 
problems? 

The president is primus 
inter pares and does not 
have any more power than 
the other members of the 
seven-strong Federal Coun¬ 
cil. Decisions have to be 
taken by all seven together. 
The president should be 
granted greater power, 
which is more important 
than ft xte n ding the duration 
of his term. But the diffi¬ 
culty resides in the fact that 
the collegial system must be 
preserved. 

Your predecessor, Arnold 
Roller, launched the idea of 
a SFrTbn "Solidarity fund” 
as a h umanitari an gesture. 
When will it start 
operating? 

We are In a period of 
intensive consultation with 
all interested organisations. 
That should be finished by 
the end of 1998. Then will 
come the debates in commit¬ 
tees and in parliament with 
possibly a popular vote at 
the end The rather compli¬ 
cated procedure prevents us 
from setting a calendar. 
There has been a lot of oppo¬ 
sition but I am confident 
that if we submit an accu¬ 
rate and sound proposal, the 
Swiss people will accept it 
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4 SWITZERLAND 


BANKING ♦ by William Hail __ 

‘Big two’ likely to move 
in opposite directions 



The centre of 
gravity is 
swinging towards 
New York and 
London 


As long as anyone can 
remember, people bave 
always talked about the “big 
three" Swiss h anks - UBS, 
Credit Suisse and Swiss 
Bank Corporation. But 
within the next few months 
the "big three" will shrink 
down to the “big two" fol¬ 
lowing Swiss Bank Corpora¬ 
tion's merger into an 
enlarged UBS. 

The new bank will be one 
of the world's top five in 
terms of market capitalisa¬ 
tion and the merger is the 
most dramatic of a series of 
moves which are transform¬ 
ing not only the face of 
Swiss banking, but also the 
jubs-for-fife culture. Swiss 
bankers, once regarded as 
among the world's most con¬ 
servative folk, have started 
taking the sorts of strategic 
bets on the future of their 
institutions which would 
have been unthinkable 10 
years ago. 


Credit Suisse started the 
ball rolling in July 1996 by 
announcing that it was 
going to cut the st 2 e of its 
loss-making Swiss retail net¬ 
work by around a third and 
shed 15 per cent of its 
domestic workforce. It also 
did something very “un- 
Swiss”. It dumped Josef Ack- 
ermann. its respected chief 
executive-in-waiting, and 
hired Lukas MtihJemann. an 
ex-McKinsey management 
consultant, to lead Switzer¬ 
land's oldest big bank into 
the next mill e nnium. 

Over the next few months. 
SBC and UBS announced 


similar restructurings of 
their domestic Swiss net¬ 
works. Then, last August. 
Credit Suisse moved again 
with an agreed SFri4.3bn bid 
Tor Winterthur, Switzer¬ 
land’s second biggest 
insurer. The deal, creating 
one of Europe's top five 
financial services companies, 
was designed to capitalise on 
the blurring of the lines 
between banking and insur¬ 
ance. 

Mergers and acquisitions 
in neighbouring countrties 
are creating financial ser¬ 
vices groups of impressive 
size, and Rainer Gut. Credit 


SwitzeilaiNfs leading banks - 1996 

SFr bn 


Bank 

headquarters 

3ssets 

son 

Credit Suisse 

Zirtch 

524 

34.821 

UBS 

Zurich 

437 

29.153 

Swiss Bank 

Cop Basle 

360 

27.490 

Zurich Kvfemalbank 

Zurich 

57 

3.780 

Rafflafcai 

St GaSen 

57 

3.693 

Baique Cantqnate Vaudoee 

Lausanne 

33 

2,340 

SI Gallsche KantontftanK 

St Galleri 

19 

825 

Boner Kantnratoank 

Bern 

18 

1.550 

Banque Cantonafe de Geneve 

Geneva 

17 

920 
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Suisse's long-serving chair¬ 
man, believes that ’‘only a 
few. truly global, first-class 
companies will be able to 
hold their own in this com¬ 
petitive environment”. The 
Winterthur deal was 
designed to ensure that 
Credit Suisse is one of those 
companies and fulfill Mr 
Gut's ambition for Credit 
Suisse to regain its position 
as Switzerland's number one 
bank by overhauling UBS. 
its arch rival. 

However, less than four 
months after the Winterthur 
deal. UBS and SBC 
announced their merger and 
dislodged Credit Suisse from 
the top spot. George Blum. 
SBC's chairman, said that 
there were still too many 
banks in Switzerland for the 
country's sl 2 e and the 
merger would solve the prob¬ 
lem or inadequate domestic 
profitability. Internationally, 
□either or the two banks had 
the individual strengths 
needed to succeed in the 
long haul, said Mr Blum. 

Nevertheless, the speed 
with which UBS. the bigger 
of the two banks, abandoned 
its independence, and 
■ allowed SBC executives to 
fill most of the top jobs 



UBS 


in Zurich - fo flo wrog the merger wfth SBC the new bank wB be among the world's top fhra in tanna of market capim**Uon 


VFW. 


re mains one of the unsolved 
puzzles in Swiss banking. 
True, UBS seemed to have 
lost some momentum and its 
chair man had marie a num¬ 
ber of public gaffes. But both 
Credit Suisse and SBC had 
been through equally shaky 
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Benedict Hentsch 


Time to take a stand on assets 


Ask most Swiss bankers 
why Switzerland is number 
one in private hanking , and 
they will explain at length 
about Switzerland's neutral 
reputation, the quality of 
its banking services, and Its 
h anks ' superior investment 
performance. But not 
Benedict Hentsch. 49. 
managing partner of Darter. 
Hentsch, Geneva’s oldest 
private hank. 

“Let's call a spade a 
spade.” Mr Hentsch told a 
recent investment seminar. 
Swiss banks would not be 
number one in private 
banking were it not for the 
country’s bank secrecy 
laws. He stresses that a 
banker’s obligation to 
maintain banking secrecy 
has always had to yield to 
other legal requirements. 
But the recent evolution of 
criminal law has 
progressively reduced the 
scope of Swiss bank 
secrecy. New laws on 
insider trading, money 
laundering, on the failure 
to exercise vigilance in 
connection with financial 
dealings, on manipulation 
of securities prices, are an 


chipping away at 
Switzerland’s “enormous 
competitive advantage" in 
the area of client 
confidentiality. 

“The time has come to 
take a stance and defend in 
a lucid and resolute mann er 
an asset of which the 
country may be proud and 
which it cannot do 
without." He Is equally 
worried about threats to 
introduce a Swiss capital 
gains tax or a tax on 
deposits. “In this country 
yon cannot bnild a ski-lift 
without submitting a 
voluminous environmental 
impact plan.” As a 
mountain biker, he is all for 
protecting Switzerland’s 
squirrels and marmots but 
he would like to see the 
same attention given to 
preparing weighty 
“financial environment” 
impact studies before a new 
tax is introduced. There 
have been too many 
examples when taxes were 
introduced for short term 
fiscal reasons and markets 
disappeared instantly. 

“Let's face it, ‘Finanzplatz 
Schweiz’ is no longer the 



B6n6dlct Hentsch: critical 

offshore financial centre it 
was in tbe past” says Mr 
Hentsch, 49. who site on the 
boards of Swiss Re and 
SAirGroup. The 
combination of booming 
bank profits, record share 
prices and big cuts in the 
domestic Swiss workforces 
of the big three banks 
makes him nervous. It is 
not an ideal environment in 


which to convince the Swiss 
government that more, 
rather than less, needs to be 
done to strengthen 
‘Finanzplatz Schweiz*. 

When it comes to 
Switzerland generally, he is 
equally critical. “We Swiss 
were sure we could save the 
world. We were convinced 
that we were better than 
the others and unaffected 
by wbat was happening 
outside. The world should 
only look at us - this island 
of prosperity - and apply 
diligently our recipes in 
order to be rewarded with 
eternal peace, prosperity 
and happiness.” Mr Hentsch 
told a recent seminar. 

“This huge contradiction 
between reality and our 
theories." was not a 
problem as Switzerland 
shared out the spoils 
equally. Bat in 1997 
Switzerland finally fell off 
its privileged perch. Mr 
Hentsch regards Credit 
Snisse's acquisition of 
Winterthur and the UBS/ 
Swiss Bank Corporation 
merger as “seismic events” 
in Switzerland which 
demonstrated that the 


Swiss could no longer 
ignore what was going on 
elsewhere. 

Such challenges call for a 
fresh approach. When 
French-speaking 
Switzerland had to field a 
candidate to replace 
Jean-Pascal Delamnraz. 
Switzerland's outgoing 
economics minister, Mr 
Hentsch tried to persuade 
Georges Blum, the retiring 
chairman of Swiss Bank 
Corporation, to apply. If US 
investment banks like 
Goldman Sachs and Merrill 
Lynch can produce US 
treasury secretaries, asks 
Mr Hentsch, why cannot 
Switzerland do the same? 

Mr Blum declined, hot Mar 
Hentsch is convinced that 
Switzerland most harness 
the energy of the growing 
cadre of Switzerland's 
international executives to 
help solve the country's 
growing problems. Who 
knows, one day Mr Hentsch 
himself might throw his bat 
in the ring. If he did, Swiss 
politics would be mare fun. 

W.H 


patches over the past decade 
and recovered. 

There is no reason to 
believe that UBS, which is 
much better capitalised than 
the other two banks, could 
not have regained its old 
momentum. Tbe suspicion 
remains that UBS decided to 
join forces with SBC because 
it feared that Credit Suisse, 
which had made an abortive 
mmger offer in early 1996, 
might make another over¬ 
ture. Martin Ebner, Switzer¬ 
land's best-known corporate 
predator and UBS's biggest 
shareholder, had been highly 
critical of UBS's manage¬ 
ment and there had been 
rumours that he might join 
forces with Credit . Suisse, 
where he is also the biggest 
shareholder, to bid for UBS. 

Whatever the truth of 
these rumours, Switzerland 
now has two big banks pur¬ 
suing very different strate¬ 
gies. unlike 10 years ago. 
Credit Suisse is intent on 
becoming a landing “bancas- 
surer”, while UBS is going in 
the opposite way. Mean¬ 
while, both hanks are losing 
their exclusive Swiss image 
as the centre of gravity of 
their • international 
operations swings away 
from Switzerland and 
towards New York and Lon- 
don. 

The shake-up at the top of 
Swiss banking is rippling 
through the rest of Switzer¬ 
land’s banks. The number 
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has fallen from more than 
600 at the start of the decade 
to about 400. Ova- the past 
five years .over 10,000 Jobs 
have been lost in domestic 
Swiss banking and the 
recent cuts are likely to 
mean that numbers 
employed in domestic Swiss 
banking Jiwill soon drop 
below 100,000. By contrast, 
the foreign staff of Swiss 
banks has risen by nearly 50 
per cent over the past decade 
to just under 12,000. 

Not everyone is enam¬ 
oured by tbe big banks' love 
affair with size. Many small 
companies are complaining 
that the increased emphasis 
on improving short-term 
profitability means that the 
banks are no longer as sup¬ 
portive of Swiss industry as 
they, once were. Some of 
Switzerland’s 24 cantonal 
banks, the second biggest 
hanking group, are starting 
to exploit this vacuum. 

Meanwhile, private banks, 
such 'as* Julius Baer and 
Bank Vontobel in Zurich, 
and the Geneva private 
h anking partnerships, are 
increasing their weak, forces. 
They specialise in private 
banking and asset manage¬ 
ment for wealthy individuals 
where reputation and discre¬ 
tion are as important as 
economies, of scale in win¬ 
ning new business. 

The consolidation moves 
and the arrival of -a-more 
profit-conscious breed of 


Swiss hanker, have - done 
wonders for the share prices 
of Swiss banks over the past 
year. However, one outstand- - 
jng issue still casts a cloud . 
over the Swiss banking sec¬ 
tor - the question of the 
unclaime d accounts of holo¬ 
caust survivors. 

UBS recently disclosed 
that although it had set 
aside SFi33m for its contri¬ 
bution to a “humanitarian 
fund for victims iff the holo- - 
caust” It had spent twice as 
much again last year oh re-, 
checking Its files for. dor- - 
mant accounts and the legal 
expenses to fight a multi¬ 
billion dollar US class action 
from holocaust survivors, - 
The Swiss banks as a group. 
bave probably spent at least 
three times as much as UBS 
trying to clear their name. 

Nevertheless, there remain 
persistent rumours that the 
Swiss banks may still have 
to agree to some sort of 
“global settlement” if they 
are to put the dispute behind 
them. Edgar Bron fmann , 
president of tbe. World Jew¬ 
ish Congress, has suggested 
a $3bn figure. The Swiss 
banks lhave dismissed this 
figure- tb ridiculous, but- 

given the amazing ev ents of 
the past 12 months it would 
not be all that swptlsing if 
the big two Swiss banks did ; 
have to dig deeper in their 
pocket to resolve a problem 
which has been haunting 
them for years. . 


The Bank 
that’s 142 years 

young 
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Need for vigilance 
in tax paradise 



Swiss from other cantons 
tend to sigh at the mention 
of tbe name Zug. “Ah, the 
tax paradise.” they say refer¬ 
ring to Switzerland's small¬ 
est full canton. With an area 
of only 240 square kms and a 
population of around 90.000, 
Zug is known as a canton 
which bends over backwards 
to provide an attractive loca¬ 
tion for both Swiss and mul¬ 
tinational companies. 

Tbe number of companies 
domiciled In canton Zug has 
almost doubled over the past 
20 years to approximately 
16.000 (the majority of them 
foreign-owned). It also 
punches well above its 
weight in various specialised 
fields. For example Zug 
ranks third in the world as a 
commodity trading centre 
and there are no signs of its 
impetus slowing down.. 
Indeed, the evidence of the 
1990s suggests the opposite 
even within Switzerland 
itself. During this decade, 
Shell, BP and Unilever have 
moved their Swiss bases 
from Canton Zurich to 
neighbouring Zug. 

This is not an aspect of the 
canton’s progress which the 
cantonal head of govern¬ 
ment Robert Bisig wants to 
make political capital out oE. 
The opposite is the case for' 
Mr Bisig who stresses that it 
Is in the interests of Zug that 
its larger neighbour 
“remains the economic 
engine of Switzerland”, with 
Zug enjoying a lot of the 
benefits. He also says that 
there are many other rea¬ 
sons why companies choose 
to be domiciled in Zug apart 
from low taxes. 

The fact remains that tax 
lies at the root of the origi¬ 
nal emergence of Zug as a 
domicile for multinational 
companies. Back in the 
1950s. Zug was not. Mr Bisig 
says, a particularly wealthy 
canton compared with its 
neighbours Zurich, Aagau 
and Lucerne. So the can¬ 
tonal government set out to 


make itself particularly 
attractive with a new tax 
re gime offering various sig¬ 
nificant novel factors such 
as “privileged" taxation of 
companies controlled from 
abroad and with business 
carried on mainly outside 
Switzerland (known as 
“mixed" companies) and 
similar breaks for holding 
companies. 

The success of the policy 
is selfevident with interna¬ 
tional companies ranging 
from Glencore International 
to Rothmans of Pall Mall. It 
has also helped Zug avoid 
the worst of the recession in 
Switzerland. Unemployment 
is only 3.6 per cent - exactly 
the same as in 1395 and the 
lowest in Switzerland. But 
while Zug still also enjoys 
the lowest personal and cor¬ 
porate tax rates in Switzer¬ 
land, the authorities lay par¬ 
ticular emphasis that tax 
rates are not the only reason 
for the canton’s success. 
Other cantons have copied 
various of Zug’s tax ideas 
but Zug remains ahead of 
the field because it has an 
in-depth knowledge of multi¬ 
nationals and has developed 
a user-friendly atmosphere 
for foreigners. For example 
Peter Kottmann who heads 
the economic promotion 
department of Zug, points 
out that the tax authorities 
treat the tax payer as a “cli¬ 
ent" rather than a debtor 
and reasonable solutions to 
problems are the order of the 
day rather than rigid 
enforcement 

Zug is also a place where 
people work and the authori¬ 
ties are keen that the canton 
is not seen as a central Euro¬ 
pean tax haven for letter-box 
companies. About 6300 com¬ 
panies based in Zug have 
employees there: it is home 
to a thriving high-tech 
“Wfofitry: social Security con¬ 
tributions are low. bureau¬ 
cratic decision making is 
swift and there is an active 
policy of encouraging com¬ 


panies who wish to crea 
jobs. In this area Zug a) 
has a libera] attitui 
towards employing foreig 
ers in specialised capadtii 
The federal authorities pla 
restrictions on this, but Zi 
is alone among the Swi 
cantons in using, up its fi 
quota for foreign employe* 
Around 20 per cent of t! 
56.000 workforce is foreign 

This creates a cosmopc 
tan atmosphere in Zt 
which has a particul: 
charm for multinational 
Within 40 minutes strikh 
distance from Zurich Ai 
port, Zug is not a provinci 
backwater, but has a popul 
tion which is 18 per cent ft 
eign and includes peop 
from more than 90 nation 
A wide choice "of schools 
on offer and the canton hi 
also used the availability 
international expertise i 
enhance its appeal. F< 
example in the training fiel 
the formation of an Ibstitu: 
for Financial Services w: 
an important developmen 
as is, more recently, a “Ted 
hiker und Informatikschult 
for training in the use i 
computer software. 

So are there any problen 

in this "tax paradise* 
People live and work the 
amid mountains and lake 
(including, according to it. 
Bisig, the richest tria^n j 

Switzerland) and seem l 
have the best of all world 
However, the small size < 
the canton places physics 
restrictions on expansiot 
There is a traffic problem i 
the town of Zug and the cos 

of living is high compared t 

the rest of Switzerland. Zu 
also has another potentis 
problem. Its position as 
magnet for foreign compt 
nles has also attracted intei 
est from Eastern Enron 
(particularly Russia) an 
tfos means that corporat 
vetting and controls have t 
t>e increasingly vigorous. 

Christopher Hil 




























FINANCIAL TIMES MONDAY MARCH 23 1998 




INDUSTRY • by William Hall 


High quality ingredients with extras 


Fandt Madame Expo 


Rist defusing myths 


EXPO 2001 » by Jean Schlegel _ 

Cultivating 
a new style 


Organisers are 
hoping to defuse 
myths about the 
conservative and 
staid Swiss 

As the countdown begins on 
a huge placard at one of Lis¬ 
bon’s main traffic intersec¬ 
tions showing the time 
remaining until Portugal's 
Expo ’98 gets under way, the 
organising committee of 
Switzerland’s Expo 2001 is 
already working at full 
throttle, and, most unusu¬ 
ally far Switzerland, there is 
a woman at the controls. 

Heading the nndertaking, 
with a Sfrl.5bn budget, is 
Jacqueline Fendt, 46, a mul¬ 
tilingual former Swiss 
swimming riiamp inn with a 
business track record. Cer¬ 
tainly, under her manage¬ 
ment this Expo is going to 
be different from the five 
national exhibitions Swit¬ 
zerland has hosted daring 
the past century. The 
emphasis will shift from 
typical Swiss parochialism 
towards a globally-oriented 
philosophy of "emotional- 

ism w - 

“We Swiss always want to 
be perfect and that inhibits 
ns in many ways,” says Ms 
Fendt, and if the reicent 
press conference given ;by 
her artistic director, flpi- 
lotU Hist, is anything to ‘go 
by, it may well defuse some 
of the myths about file staid 
and conservative Swiss. 
Appearing in a formal man’s 
suit, the bow-tied Ms Rist 
began by quoting poetry, 
singing several bars from an 
old battle song, and telling 
provocative Jokes. The Expo 
would be "a huge collective 
sculpture; a pulsating 
organism*’, and a “total sen¬ 
sual experience”. 

Ms Rist, 35, a former stu¬ 
dent at Vienna’s University 
of Applied Art and Basle's 
Design School, will be in 
charge of the 250 events and 
200,000 presentations which 


More foreign 
executives are 
being hired as 
industries expand 
further afield 

When It comes to a review of 
what makes Switzerland spe¬ 
cial. it is easy to overlook 
the contribution of its indus¬ 
trial sector. Switzerland has 
plenty of banks, some of the 
finest chocolate, and is 
known for its watchmaking 
skills. But it is not renowned 
as being the world’s leading 
producer of computer mice 
or infertility drugs. 

Swiss industry, like much 
else in Switzerland, suffers 
from a number of myths. 
The first is that the strong 
Swiss franc has rendered 
large parts of Switzerland's 
industrial base hopelessly 
uncompetitive. The second is 


that Switzerland is over-rep¬ 
resented in the traditional 
“smoke-stack” industries, 
such as chemicals, but be” 
missed out on' high-tech 

companies. 

True, the Swiss do not 
have a reputation for produ¬ 
cing entrepreneurs. But the 
above-average sums spent on 
training and r esear ch and 
development mean that 
Switzerland’s reputation as a 
country with high labour 
costs is offset by the quality 
of its labour force. 

A glance down the list of 
Europe’s leading companies 
shows up the importance of 
corporate Switzerland. Hie 
country is Europe’s 23rd big¬ 
gest in terms of population, 
yet in terms of headquarters 
of Europe’s top 500 compa¬ 
nies it ranks fourth behind 
the UK, Germany and 
France. Three of Europe’s 
top 10 companies are Swiss - 


will take place under the 
Expo umbrella daring 23 
weeks. More than 15m visi¬ 
tors are expected. 

Money will not change 
ha nds. Instead all transac¬ 
tions including entry will be 
by bankers’ cashcard. A 
decision to exclude all other 
ideas has been criticised as 
favouring the banks over 
industry. In particular. 
Swatch, Switzerland's most 
successful watch brand, had 
wanted to offer its souvenir 
“Access” watch, containing 
a chip with a remote control 
door opener, as will be used 
in i kiuw. 

However, according to 
Expo finance director Rud¬ 
olf Bamngarten, the watch* 
cannot be nsed simulta¬ 
neously for payments. 

National interests will not 
be done away with entirely 
as Ms Fendt's skill in the 
choice of vemie shows: the 
four sites in NeucMtol, Biel, 
Yverdon and Morten are in 
an area where the two main 
languages of Swiss-German 
and French meet 

Outsourcing is almost- 
being implemented as with 
the order for the 20 French- 
built rafanimraiiK, each seat¬ 
ing 400 passengers, to ply 
the three lakes and Switzer¬ 
land’s longest navigable 
waterway of 257 kilometres, 
around which the exhibition 
wiD take place. 

Jacqueline Fendt, or 
Madanle Expo as she has 
become known, envisions 
Expo as a “creative, future- 
oriented workshop” allow¬ 
ing every Swiss citizen the 
opportunity of submitting a 
project proposal for evalua¬ 
tion by the relatively small 
committee, of which a large 
proportion are women. 

-Ms Fendt is obviously 
enjoying her tours of the 
country in the role of Expo 
ambassador, infecting even 
the most sceptical with her 
charm and enthusiasm. As 
well she might, with 
Sfrl95m of Swiss taxpayers' 
money at stake. 


Industries where Swiss companies are world leaders 
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Novartis, Roche and Nestlfe 
By contrast, the list contains 
only one German company, 
the insurance group Allianz. 

While international atten¬ 
tion is often focussed on the 
important role of Switzer¬ 
land's hanks find insurance 
companies, few realise that 
when it comes to world class 
companies, industrial Swit¬ 
zerland has far more global 
businesses than the flnanrtal 
sector. Novartis is the 
world’s third biggest phar¬ 
maceutical company and 
Roche is the eighth biggest. 
ABB, the Swiss/Swedish 
engineering giant, is one of a 
handful of multinational 
electrical engineering g lints 
Holderbank Is the world’s 
biggest cement company. 
Schindler is second only to 
Otis of the US in the elevator 
world, and the recently 
floated Ciba Speciality 
Chemicals and Clariant are 
leaders in their particular 
sectors of the global chemi¬ 
cal industry. 

Switzerland Is number one 
in textile machinery and the 
third biggest exporter of 
machine tools. Adecco is 
rhnUpnging Manpower of the 
US for the title of the world's 
biggest temporary employ¬ 
ment agency and SociSte 
Gdn&rale de Surveillance is 
the world's biggest testing 
and inspection company, 
employing close to 40,000 
people of which all but a few 
hundred work outside Swit¬ 
zerland. 

Swiss industry is in sur¬ 
prisingly fine fettle given 
that the local economy hag 
been in semi-recession for 
seven years and the Swiss 




Cheese is a tr ad itio na l industry - but Swiss industry offers a number of other quafities pwk nuu 


franc remains strong against 
the Deutsch mark, the cur¬ 
rency of its biggest trading 
partner. This is partly 
because the most successful 
Swiss companies have long 
outgrown their home mar¬ 
ket Only about two per cent 
of Nestte’s sales are in Swit¬ 
zerland; exports account for 
93 per cent of Swiss watch 
sales and 70 per cent of 
Swiss machinery sales. 

The strength of the Swiss 
franc has taken its toll on 
profit margins, forcing Swiss 
companies to restructure in 
order to survive. Publicity 
surrounding the shakeout in 
the Swiss banking sector has 
overshadowed equally dra¬ 
matic restructurings in large 
parts of Swiss industry. 

Admittedly, there remain 
some well-known old engi¬ 
neering conglomerates, such 


as Sulzer and Oerlikon- 
BOhrle, which still need 
restructuring. Many of the 
more traditional engineering 
companies, however, such as 
Georg Fischer and Saurer, 
are already benefiting from 
the painful medicine they 
took in the early 1990 judg¬ 
ing by the dramatic earning 
increases for 1997. 

Swiss companies, because 
their domestic market is 
small, have had to expand 
overseas in order to survive. 
They have a much greater 
tradition of international 
business thaw many of Ger¬ 
many’s medium-sized compa¬ 
nies and have benefited from 
longer investment time hori¬ 
zons than their Anglo-Saxon 
competitors. The importance 
of low Swiss Interest rates in 
providing cheap finance 
should not be underesti¬ 


mated. nor should the bene¬ 
fits of the excellent Swiss 
education and apprentice 
systems. 

The Swiss are not averse 
to hiring the best executives 
for the job, even though they 
may not be Swiss. Hie chief 
executives of Nestle and 
Roche, for example, are Aus¬ 
trians. Alnsuisse is headed 
by a Canadian/Italian, 
Adecco by an Englishman 
and ABB by a Swede. 

As one senior Swiss execu¬ 
tive recently put it, Switzer¬ 
land is a small but rich 
country and there are not 
enough good Swiss execu¬ 
tives to go round. The fact 
that many of these compa¬ 
nies have swallowed their 
pride and hired foreign man¬ 
agers helps explain the 
above-average success rate 
of corporate Switzerland. 


EUROPE • by Frances Williams 


Splendid isolation can be expensive 


The centre of 
gravity is 
swinging towards 
New York and 
London 

The Swiss are discovering 
that their self-imposed isola¬ 
tion in Europe is not so 
s plendid after all. 

Since 1992, when Swiss 
voters narrowly rejected a 
pact joining Switzerland 
with the European Union's 
single market, the Swiss 
economy has been the worst 
performer in western 
Europe. Though some if not 
most of this is at Switzer¬ 
land’s own making, remain¬ 
ing outside the 18 -nation 
European Economic Area 
has certainly not helped. 

According to the Associa¬ 
tion of Swiss Machinery 
Manufacturers, the EEA 
refusal has cost Switzer¬ 
land's biggest export indus¬ 
try SFrlbn annually in lost 
exports because Swiss com¬ 
panies continue to struggle 


with customs formalities and 
differing product standards 
abolished for EEA rivals. 

While 70,000 machine-mak¬ 
ing jobs have been lost in 
Switzerland In the past five 
years, two to three times as 
many have been created 
abroad by Swiss companies. 
Total Swiss direct invest¬ 
ment in Europe has trebled 
since the EEA vote, while 
inflows from abroad have 
shr unk dramatically. 

Swissair, the national car¬ 
rier. estimates that exclusion 
from Europe's liberalised air 
transport market is costing 
it some SFr200m a year. 
Meanwhile, the big Swiss 
banks and pharmaceuticals 
companies complain of the 
difficulties in hiring skilled 
foreign workers and of trans¬ 
ferring Swiss nationals to 
EU subsidiaries. 

For ordinary Swiss, espe¬ 
cially the young, the disad¬ 
vantages of their isolation in 
the heart of Europe are 
becoming increasingly irk¬ 
some. These range from 


restrictions on their ability 
to work and study freely in 
Europe to finding them¬ 
selves in lengthy queues at 
European airports alongside 
non-Europeans while EEA 
tourists whizz through the 
formalities. 

Now that all Switzerland's 
EU neighbours are members 
of the Schengen agreement 
scrapping controls on move¬ 
ment within the group, 
checks at the border are get¬ 
ting tougher, affecting tour¬ 
ists and Swiss nationals. 

To overcome these disad¬ 
vantages, Switzerland has a 
policy of aligning its legisla¬ 
tion and standards to EU 
standards where possible, 
even though it has no say in 
fixing those standards. 
Three years ago the Swiss 
government also opened 
bilateral talks with Brussels 
in the hope of gaining better 
access to EU markets. 

However,' these talks, 
which cover road and air 
transport, the free move¬ 
ment of people, public pro¬ 


curement, research and 
development, agriculture 
and technical barriers to 
trade, are still bogged down 
by Switzerland’s bid to 
restrict the number of 40- 
tonne EU trucks thundering 
through its Alpine passes. 

The Swiss lave ag ree d to 
phase out their 28-tonne lor¬ 
ry-weight limit by 2005 and 
put in place a non-discrimi- 
natory lorry charging sys¬ 
tem. In January Swiss nego¬ 
tiators and the European 
Commission reached a provi¬ 
sional accord an an average 
charge of SFi328 for a 40-ton- 
ner to transit Switzerland an 
the main north-south route 
from Germany to Italy. Far 
the Swiss, this is the mini¬ 
mum charge that, coupled 
with increased subsidies to 
the railways, can fulfil the 
terms of a binding 1994 refer¬ 
endum decision requiring 
transit freight through the 
Alps to shift from road to 
rail within 10 yearn. But EU 
transport ministers this 
month f ail e d to approve the 


deal, arguing that the charge 
was too high. 

However, Switzerland’s 
European woes are not just 
economic. In a rethink of 
post-Cold War defence needs, 
a commission chaired by for¬ 
mer Swiss diplomat Edouard 
Brunner said bluntly last 
month that Switzerland’s 
traditional neutrality and its 
militia army were irrelevant 
in the face of new threats, 
such as organised crime and 
international terrorism. 

Hie best protection for the 
country would be EU mem¬ 
bership and even member¬ 
ship of the Nato alliance, the 
commission said. Switzer¬ 
land joined Nato’s Partner¬ 
ship for Peace in December 
1996. 

“Swiss independence no 
longer consists of building a 
wall around one’s own gar¬ 
den and defending it from 
outside attacks," Flavio 
Cotti, foreign minister and 
this year's holder of the rota¬ 
ting Swiss presidency, said 
in a recent interview. 


He, the rest of the Swiss 
government, and most of the 
Swiss business and financial 
establishment, back even¬ 
tual EU membership. But 
the 1992 referendum result, 
which led to a freezing of 
Switzerland’s formal EU 
application, has made them 
wary of yet another rebuff. 

Though opinion polls show 
a small majority of Swiss 
now favour EU membership, 
this may not be enough to 
carry the day in a national 
vote since opposition to the 
EU is concentrated in the 
rural German-speaking can¬ 
tons which have dispropor¬ 
tionate weight. 

Nevertheless, two-thirds of 
those questioned in one 
recent survey said they 
expected Switzerland to be 
inside the EU early in the 
next century. "People see 
that they are isolated inter¬ 
nationally but no longer 
truly independent," says 
Lukas Brunner, general sec¬ 
retary of the pro-European 
Swiss European Movement 
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6 SWITZERLAND 


THE SWISS ARMY • by William Hall 


Armed for the improbable 


with storage bunkers and 
underground hospitals with 
thousands of beds in a per* 
manent state of readiness. 
Switzerland has one of the 
best-equipped fighting forces 
in the world with everything 
from the latest F/A-18 jet 
fighters to a mounted bicycle 
carps. Swiss trains are filled 
with weekend soldiers trav- 


400,000-strong, 
yet the army is no 
longer much use 
in confronting 
today's threats 

"The number of trained and 
armed troops Switzerland 
can mobilise exceeds - to 
a bs o lut e numbers - Oust of 
most European countries .* 
Report of the study commis¬ 
sion on strategic issues, Feb¬ 
ruary 1998 

The Swiss take their defence 
very seriously. Every 
healthy Swiss male has to 
contribute to the country's 
security by serving in the 
part-time militia until the 
age of 42. He is required to 
do a minimum of 300 days 
military service and keep a 
rifle and ammunition at 
home in case Switzerland is 
attacked. 

The Alps are honeycombed 


THE WATCH INDUSTRY • by Michael Balfour 


the last time Switzerland 
fought (and lost) a major 
battle was against the 
French at the battle of Mar- 
i gnann In 1515, and the 
Swiss army has only been 
called up to man the coun¬ 
try's borders four times in 
the past two centuries. 

The Swiss army Is a 
con und rum. Its soldiers are 


wiling first f-I^was 

It is hard to believe that 

not taught how to attack, 
but only how to defend, and 
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only in time of war is an 
army chief of staff 
appointed. Nevertheless, the 
Swiss regard themselves as a 
■nation of warriors, dating 
back to the Middle Ages, 
when up to 2m Swiss merce¬ 
naries roamed Europe. Until 
recently young Swiss were 
brought up to believe that 
had it not been far the Swiss 
army, their country would 
have been invaded by the 
Nazis in the second world 
war. 

The army Is one of Swit¬ 
zerland's few symbols of 
national identity and crosses 
the linguistic divide. It is in 
one sense a great leveller, 
bringing together people 
from all social strata, and in 
another way it is the closest 
thi n g Switzerland has to an 
"old boys’ network". 

Only recently have senior 
Swiss executives started 
omitting their army ranks 
from their curriculum vitae. 
Indeed, when Mathis Cabial- 



TTte Swiss army is the closest thing the country las to an "old boys' 


lavetta took over as chief 
executive of UBS, there was 
surprise that he had only 
attained the rank of private 
in the Swiss army. Tradition¬ 
ally, UBS'a chief executives 
have been colonels at least 
So It has come as a shock 
for many Swiss to learn that 
its 400,000 Strong militia 
army, backed by 150 jet 


Cautious optimism is timely 


Since 1601 
watchmakers in 
the northwest 
have set the pace 
for innovation 

Switzerland is home to the 
world's biggest watch indus¬ 
try and as one might expect 
in a business renowned for 
its precision, its beginnings 
can be pinpointed with typi¬ 
cal Swiss accuracy. On 19 
January 1601, the Watch¬ 
makers Guild of Geneva was 
esta blished and within a cen¬ 
tury more than 5,000 watch¬ 
makers were registered in 
Geneva, training and operat¬ 
ing under an apprenticeship 
system. 

The trade was greatly for¬ 
tified by the infamous revo¬ 
cation of the Edict of Nantes 
in 1685, which farced thou¬ 
sands of skilled Protestant 
Huguenots south Into the 
Jura Mountains and around 
La Chanx-de-Fonda. To this 
day north-west Switzerland 
remains the main watch¬ 
making area and innova¬ 


tions in movements and 
design have constantly 
emerged from the region 
ever since. 

“Swiss Made” on a dial has 
turned out to be a brilliant 
marketing ploy. A1971 Swiss 
Federal government decree 
provides for the use of the 
words only under strict 
rmtintmi manufac turin g con¬ 
ditions. Official Observatory 
accuracy certificates for 
watches are issued for 
mechanical watches after 
stringent tests an each piece. 

The so-called “quartz revo¬ 
lution” of the early 1970s 
caused a large number of 
mechanical (wind-up and 
automatic) watchmakers to 
dose, as the tide of inexpen¬ 
sive quartz driven, plastic- 
cased and highly accurate 
timepieces from Japan and 
Taiwan flooded traditional 
marketplaces. It has turned 
out since, however, that the 
legacies of Swiss microengi¬ 
neering techniques, acquired 
over hundreds of years of 
watch and clockmaking, 
never went away. Family 
traditions and the continued 


modest prosperity of the 
cabmotiers (outworkers mak¬ 
ing Just one part of a watch) 
within high-sided valleys 
(which kept family units 
close) ensured the orderly 
retreat and reformation of 
the Swiss watch industry, 
under ft*** efficient and ever- 
watchful eyes of its centu¬ 
ries-old regulators. 

Industrialists spotted 
opportunities for rationalisa¬ 
tion during the 1970s and 
1980s. For example. Sodete 
Suisse de MicroGtectronique 
et d'Horlogerle SA currently 
owns these (autonomously 
promoted) watch brands; 
Blancpain, Certina, Endure, 
Fllk Flak, Hamilton, Lon- 
gines, Mido, Omega, Pierre 
Balmain, Rado, Swatch and 
Tlssot. And Calvin Klein 
timepieces are soon to join 
the stable, though on a fran¬ 
chise basis. The company 
also owns Switzerland's larg¬ 
est manufacturer of quartz 
movements and €bauches 
(raw mechanical move¬ 
ments, sold for subsequent 
refinement). 

SMH, as it la commonly 


known at present, is the 
world's largest watchmaker. 
Last month It announced 
plans to buy back up to 10 
per cent of its shares, and a 
possible name change to The 
Swatch Group of Switzer¬ 
land. SMH’s founder, the 
irrepressible 70-year-old Nic¬ 
olas G. Hayek. is currently 
having fun with two 
so-called “Swatchmo biles", 
and grooming his son, Nic¬ 
olas Hayek Junior, for 
increased responsibilities. 

The VendOme Luxury 
Group, controlled by the 
South African Rupert family, 
has assembled another sta¬ 
ble of fine old-established 
watch brands, together with 
their associated accessaries. 
They include Alfred Dunhlll, 
Baume & Mercier, Cartier, 
Mont Blanc, Piaget, and 
Vacheron Constantin (its 
most recent acquisition). 

These companies will be 
exhibiting at the forthcom¬ 
ing trade-only eighth Salon 
International de la Haute 
Horlogerie (SLHH) in Geneva 
(17-24 April), beside newer 
independent luxury watch- 
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makers, such as Daniel Roth, 
Gerald Genta and Parndgi- 
ani Fleurier. Next year they 
will be joined at the Geneva 
event by Audemars Piguet, 
Breguet and Girard-Perre- 
gaux, and probably a few 
other brands. A much larger, 
less exclusive and long 
established event for the 
industry follows soon after 
(The World Watch, Clock 
and Jewellery Show, Basel 
22-28 April). 

The Swiss export watch 
trade in terms of both units 
add value continues to 
expand steadily, though tb** 
current Asian economic tur¬ 
moil is being watched ner¬ 
vously. In the first nine 
months of 1997 the Asian 
region: (north and south: 
Hong Kong, Japan, Malaysia, 
Singapore, South Korea, 
Taiwan, Thailand) imported 
Swiss watches and move¬ 
ments to the value of 
SFr2J27bn. Both Michele Sof- 
lstl of Omega and George- 
Henri Meylan of Audemars 
Piguet are cautiously opti¬ 
mistic that, even in the short 
term, trade sales will hold 
up and also margins if cur¬ 
rency exchanges are handled 
with foresight 

Spain and the Low Coun¬ 
tries provided the principal 

ex panding mar kets in 1997. 

Arab wealth fuelled Increas¬ 
ing demand, with the USA 
not far behind. Imports by 
Japan and Thailand were 
also down reflecting the 
problems of their respective 
economies. 

The auction houses that 
are also providing lively 
action. In Geneva Christie's 
and Sotheby's are well 
entrenched with their regu¬ 
lar and successful sales, gen¬ 
erally held on successive 
days. The lakeside hotels are 
then full and private trading 
continues in their lobbies. 

Then there is Antiquarum, 
headquartered in Geneva, 
and just 24 years In the busi¬ 
ness. It is now probably lead¬ 
ing the world's watch auc¬ 
tion market, and It deals 
throughout the year as welL 
Antiquorum's next sale (on 
18-19 April) is cleverly placed 
during the SIHH Geneva 
trade show and just before 
the Basel World Watch, 
Clock and Jewellery Show. 
Switzerland's watch indus¬ 
try is Still alive and tir-lring- 
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fighters ftnri 2,000 plus tank* 
Is no longer much use in 
confronting today's military 
threats. Last month, a bi-par 
tie an commission studying 
the strategic issues faHwg 
Switzerland, concluded that 
Switzerland was “well armed 
with regard to dangers that 
have become improbable, 
but insufficiently prepared 
for the real dangers of today 
and tomorrow”. 

Switzerland no longer 
faces any likely threat from 
its immediate neighbours. So 
what is the point erf having a 
standing army whose pur¬ 
pose is to defend Switzer¬ 
land's borders with France, 
Italy. German and Austria? 

Switzerland has cut its 
army by a third and its 
share of the federal budget is 
set to drop to 10 per cent, 
against 16 per cent at the 
start of the decade and mare 
than a third in the 1960s. 

However, Switzerland's 
ar my ftiww a bigger shake-up 
thaw that envisaged by sim¬ 
ple cost-cutting exercises. 
The strategic study, headed 
by Edouard Br unn er a 
retired diplomat, concluded 


that the army was not 

equipped to fight the most 
likely threats - terrorism, 
migration flows, unchecked 
proliferation of nuclear, bio¬ 
logical ^hon^irai and elec¬ 
tronic arms. Switzerland's 
economy has became more 
Inte rnational yet its defence 
arrangements remain nar¬ 
rowly national 
Apart from recommending 
that Switzerland weak much 
more closely with neighbour¬ 
ing countries, the Brunner 
report also recommended 
that the establishment 
of a "Swiss Solidarity 
Corps", consisting of spe¬ 
cially trained equipped 
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professionals who could 
undertake rescue and peace 
support operations, as well 
as actions in support of 
civilian authorities. 

Adolf Ogi, the Swiss 
defence minister, has said 
that a “professional army is 
out of the question”. Never¬ 
theless, the report indicates 
that Switzerland is moving 
in this direction. The militia 
system, which is deeply 
embedded in the Swiss con¬ 
sciousness, win be retained. 
But it will be smaller and 
m o r e professional 

Swiss multinationals are 
becoming increasingly res¬ 
tive about the disruptive 
costs of having key execu¬ 
tives away on military train¬ 
ing for weeks on end. By the 
same token, numerous, but 
short, training periods have 

Hlgn Ht rqnfngr tm fr om a mili¬ 
tary point of view. Brunner 
recommends that iwnttead of 
staggering military services 
over a 22-year period, 
thought should be given to 
allowing conscripts to save 
their whole duty in one 
period. By Swiss standards 
fhin is revol utionar y talk 
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SECRETAN TROYANOV 

MEMBERS OF THE SWISS BAR ASSOCIATION 


ARE PLEASED TO ANNOUNCE THAT FROM 1ST JANUARY 1998 
EVA-PATRICIA STORMANN 

Member of the Bars of Geneva and Zurich, ULM European Law 

MfflStammtoOTctigribCBnroindtoLmdmintdnctlni Q tlTfawBOTCthw.mtmaa^^ 

AND 

MARKUS SCHAER 
Member of the Bar of Geneva 

Whh u additiaail degree in literature Utotttai Uugu^; and CmUanhn) Mr SduerfaM pneflied as Otoova aid tiacc 1994 in Maccow, 
where be aai« reridait partner. Hia arc«i of pracaka 'mdadg cotgnet. cMp ote e. faunckl and bmlriag law. 

HAVE BECOME PARTNERS OF THE FIRM. 

Ull GENEVA 12 - 2 rue CkarHu-BowiBl - P.O. Bax 189. TeL (+4LU) 789 7M9 . pu: <*4122) 789 7070 
LONDON EC4A 1DY - 7« Brail Bmildingi - Chancery Luc. Td. (+44 171) 4S4.I199 - Pax; (+44 171) 445.0240 
MOSCOW 1I904S . Ulitaa Utachava 35. Td, (tat'l) (+7502) 2203137 - Fax. (lat»|) (+7502) 220 3138 
Email: SECRETAR_TROYANOV0COMPU88RVE.COM 
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